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UNNECESSARY BUSINESS SUBSIDIES 


WEDNESDAY, J UNE 30, 1999 

House of Representatives, 
Committee on the Budget, 

Washington, DC. 

The committee met, pursuant to call, at 10:10 a.m. in room 210, 
Cannon House Office Building, Hon. J ohn R. Kasich (chairman of 
the committee) presiding. 

Members present: Representatives Kasich, Chambliss, Herger, 
Franks, Smith, Hilleary, Sununu, Collins, Wamp, Green, Fletcher, 
Miller, Ryan, Toomey, Spratt, Rivers, Minge, Price, Hoeffel, and 
Moran. 

Chairman Kasich. The committee will come to order. We will get 
started, Mr. Nader, and get you up there. I want to thank every- 
body who is going to be testifying today, and I think everybody has 
heard of Ralph Nader, especially if you ever drove a Corvair. Of 
course, Ralph, most of the people in this room don't even know 
what a Corvair is. That shows that you and I both are getting 
older, doesn't it? 

We are also going to have a panel of Members, former members, 
and experts who are going to examine corporate subsidies and the 
way in which they might be curtailed. We had a State representa- 
tive from Pennsylvania who couldn't make it; and T.G. Rodgers, the 
president of Cypress Semiconductor, wanted to be here, but he had 
problems with a conflict. 

There are a number of people who are going to submit written 
testimony which I think we will find interesting, and we are here 
today really to examine the proper role of the Federal Government 
in r^ards to our free market and our free enterprise system. 

Ralph, I think as you know, and J ohn, as you know, I have been 
subject to some criticism by people in the business community be- 
cause I have decided that it was necessary to try to clean up this 
subject area that I call corporate welfare. 

I believe very strongly in free enterprise and believe very strong- 
ly in free markets. I believe that free enterprise and free markets 
can only occur when there are limits on government, and I am a 
passionate supporter and believer in this capitalist system because 
what it allows us to do is to take ideas way from the back of our 
heads and be able to translate those ideas into products that, in 
fact, can make improvements for every individual on the face of the 
earth, and I think during the course of my lifetime there was a 
long argument about which economic system is the most humane, 
and we tried all kinds of systems around the world. 

( 1 ) 
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Most of them top down, capitalist system being one that stresses 
the individual, and I fundamentally believe is a bottom up system, 
and I think what we know as the greatest threat to our free enter- 
prise system is growing government, government that gets in the 
middle by excessive regulation or, for that matter, that creates a 
program of subsidies that tries to pick winners and losers. 

So if, in fact, you are a strong supporter of free enterprise and 
of free markets and if you believe in capitalism, then you ought to 
be working aggressively on Capitol Hill to end these special sub- 
sidies that businesses get that distort the marketplace and result 
in the government of the United States picking winners and losers. 
And it IS interesting that those persons who tend to be the strong- 
est supporters of free enterprise and free market often tend to be- 
lieve these subsidies are appropriate; I have got to call attention 
to the fact that there is a great, great inconsistency. 

I am particularly against the government subsidies that accrue 
to some but not to all companies in the United States, and I am 
against the special deals that are provided to many businesses 
from government. The problem is many times the special deals, la- 
dies and gentlemen, go to the largest companies in America. A 
small businessman living on main Street can't get the same kind 
of benefits that some of the very largest multinational corporations 
can get inside of this country. 

Steve Moore, who, Ralph, would be a strange ally of yours, is 
going to testify here today, and he has noted in the past, quote, 
there are hundreds of thousands, millions of small businesses that 
pay taxes that do not participate in these special programs. And so 
to me, it really is matter of fairness, and it really is a matter of 
the proper role of a limited government. 

I argued back in 1995 that if we were going to reform welfare 
for poor people in America, which we have done, then we need to 
reform welfare for rich people in America because America is about 
a sense of fairness. What is good for the goose is good for the gan- 
der, and we have been vigilant in trying to maintain this welfare 
reform that we put in place and have made some slight progress 
in the area of tailoring subsidies to business. 

And I have got to go all the way back to 1995 and a number of 
the provisions that were reformed, Mr. Nader, in this Congress 
that for example closed the loophole on the largest pharmaceutical 
firms in Puerto Rico that had a special advantage. 

Most of my lifetime I heard people yell and scream and shout, 
many liberals, against and rail against these particular subsidies, 
but yet never saw anything done; and I want to pay particular trib- 
ute to Bill Archer and many members of the republican party who 
actually stood up and closeci some of these loopholes. 

Now, 1 know that your view would be it is just the tip of the ice- 
berg, but you have got to get started when you are in an effort to 
try to reign in this area of corporate welfare. 

1 think there is a whole collection of programs that we can talk 
about today, programs that 1 believe should be eliminated because 
of unnecessary subsidies, and we will have a list displayed some- 
time of the top 10 items that many of these other groups and pan- 
els think should be high on our list. There are programs like the 
Overseas Private Investment Corporation, which provides sub- 
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sidized loans and insurance for companies to invest in some of the 
world's riskiest overseas markets. 

It is interesting to note that these programs are used by some 
of our largest corporations, including, for example, McDonalds, 
which gets advantages on insurance programs and loan programs 
to operate in various parts of the world; and I want to them oper- 
ate in various parts of the world, but I don't understand why the 
government ought to be providing them some kind of an insurance 
program that the lady out in my own hometown who makes cookies 
can't get for her operation. 

If you want to go overseas, God bless you, go. There is plenty of 
money to be made, but don't ask the taxpayers to try to foot the 
bill to give you certain advantages to go overseas, particularly 
when you are large and you have had a great history of success. 

Then there is the sugar program. Now, I don't know where you 
are on sugar, Ralph. I think you are probably off the mark on this 
one, I am not sure; but, you know, we limit the importation of 
sugar in the United States which drives up the cost of sugar for 
every American family to twice the price of what it should be, and 
at the same time I think, as we all know, there has been signifi- 
cant environmental damage as a result of sugar production in this 
country. And the fact is, it makes no sense in America today to not 
permit an open and free market in regard to a commodity like 
sugar. 

Then there is the advanced technology program whereby we give 
grants to some of the largest and most profitable companies. We 
have an $8 trillion economy. We also have an R&D tax credit, a 
research and development tax credit, that I happen to support. I 
know there will be a witness here today that hates the research 
and development tax credit, but I think it is a program that en- 
courages the kind of research that we need to develop the products 
that we need but to have on top of it a grant program in this $8 
trillion economy that passes out grants. In fact GAO interviewed 
grant winners. 

They concluded that half of the recipients would have conducted 
the research even without government funding and that govern- 
ment funding goes to some of the largest corporations in the United 
States. They don't need that kind of money. It is picking winners 
and losers, something that I know many in my party rail about all 
the time. 

Then we have got the power marketing administration which is 
located within the Department of Energy, which provides sub- 
sidized electricity to many parts of the country paid for by the peo- 
ple who sit in this room; and the fact is we have entered an era 
of electric deregulation where we are trying to take utilities and we 
are trying to put them more in tune with the market that we think 
will provide huge advantages to consumers, and yet here we still 
maintain the power of marketing administrations. 

Secretary Robert Mosbacher, the former Secretary of Commerce, 
said the Department of Commerce is nothing more than a hall clos- 
et where you throw in everything that you don't know what to do 
with. That is the department that contains the advanced tech- 
nology program. 
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I found it a little bit different than that. I think it is a place 
where you put your kid when he worked on a presidential cam- 
paign and he couldn't get a job in the White House so you stick him 
in the Commerce Department. By the way, it was the commerce de- 
partment that participated in the granting of licenses to companies 
that have sold sensitive technologies to other countries, particu- 
larly the Chinese. 

So I have got to tell you that when you look at the department 
of energy or you look at the Department of Commerce, as you 
know, I have been in favor of eliminating both of them. 

I not only think we would have saved money; but, frankly, I 
think our nation would have been more secure had we been able 
to consolidate many of the programs, rid ourselves of many of the 
unnecessary programs, professionalize the remaining functions so 
we not only were to save money, eliminated some corporate wel- 
fare; but at the same time I believe made ourselves more secure. 

When you take a look at the Department of Energy and the fact 
that we have not been able to professionalize or consolidate any of 
those laboratories, when bureaucracy gets too big, it is unrespon- 
sive and even today that we make directives to the Department of 
Energy, and it appears the people in there just ignore the direc- 
tives. 

I think this is going to be a long process. Somebody asked me 
have you given up on this battle of corporate welfare, and I said 
I have not because it is a matter of fairness; but Mr. Nader, I have 
to tell you that it has been very difficult here to even get groups 
who are interested in doing away with unnecessary subsidies to be 
able to come together, sit at a table together and come up with a 
simple list of 10 items that they can all agree upon ought to go. 
This is going to be, I think, a 10-year battle to start to do away 
with some of these subsidies, but we started this battle a couple 
of years ago. 

We have had some significant, yet still small, victories, including 
the area of timber. We have made some progress but it is going to 
be a long, long process to try to eliminate these special benefits 
that people get in this country that don't accrue to most folks on 
Main Street. 

I know you have been working on this since about 1975, I think, 
is when you wrote your first piece, and what I am pleased about 
is both the liberals and conservatives— you hate to use those terms 
today— but liberals and conservatives, people on all sides of the po- 
litical spectrum, see the need to eliminate these subsidies, to re- 
store a sense of limited government, to restore a sense of fairness 
in terms of the role of the Federal Government. 

And so, Mr. Nader, I am prepared to march on and keep the bat- 
tle going and hopefully be joined by some business interests. There 
are some that share our concern about these unnecessary subsidies. 
Go out to the Silicon Valley and you talk to them about the ad- 
vanced technology program, they laugh at you. Bill Gates, along 
with his cohorts, didn't need an advanced technology program to 
develop this magical invention called the computer. In fact, had we 
had a lot of government programs, he probably would have never 
developed it. 
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As I like to say, people didn't know— people in Washington didn't 
know anybody who lived in San J ose and then when they found 
they lived out there, they didn't know what they did, and to prove 
that to you, we thought Y2K could be fixed with one little switch, 
only to find out that it is far more complicated than that. 

I appreciate your being here today, Mr. Nader, but I also want 
to pay tribute to Bob Shamansky, former Member of Congress who 
is a friend of mine. He is a very passionate man who also has some 
areas that he is going to discuss with us today. He is here in at- 
tendance and will appear later, plus a whole panel of people. This 
will take about all day to get through all of this testimony, but I 
just think it is important we shed light on this matter and I think 
in the process rally the support of the American people out of a 
sense of fairness that we can restore the proper role of government 
as it relates to this free enterprise, free market system. 

Mr. Spratt is recognized. 

Mr. Spratt. Thank you, Mr. Chairman. I think this is what this 
committee ought to be doing. We have a certain detachment and 
disinterest that other committees don't have. Appropriations, for 
example, spends money; Ways and Means looks for different ways 
to use the tax code creatively. 

We have a special detachment and disinterest that allows us to 
give an unflinching examination to targeted tax breaks, special in- 
terest spending, subsidies, things that nave been in the budget for 
a long time and served a purpose at one time but may not serve 
a purpose anymore. We need to scrub it, scrub the whole budget 
periodically. I am glad we are doing it. 

As I look through the materials before us, though, I see a lot of 
old targets that have been resurrected that have been taken on be- 
fore and they survived. A lot of these have survived not because 
they serve some special interest that happens to make big PAC 
contributions or have friends in the right places. They survived be- 
cause when they were challenged in committee and on the House 
floor. Members of the House have trooped to the floor, scores of 
Members, who testified to their utility. A good example is the Eco- 
nomic Development Administration. 

The reason it has survived is not because it has been overlooked. 
Goodness sake, it has been a frequent target; but time and again, 
when it is targeted. Members on both sides of the aisle stand up 
and say, I have seen what EDA did in my district. It was the 
grantor of last resort when we needed money for a sewer line or 
a water line and this was the linchpin in bringing in new industry 
to an underdeveloped area and to a high unemployment area. EDA 
was there when nobody else was there. It served a useful purpose. 

I dare say the same is true of the Commerce Department. You 
can abolish the Commerce Department, but you have got all the 
component parts of it. All you would do is chop off the head of it. 
If you kill the secretariat, somebody, I hope, will still watch the 
weather; somebody, I hope, will still take the census and all of its 
functions, most of its functions. The vast majority of these will be 
accomplished somewhere else. 

So I think we need to bear that in mind, and as we go through 
this day-long hearing, try to develop some sort of rubric, some sort 
of logic for what we are doing. We are looking at special interests. 
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deciding whether or not these interests ought to be served. We are 
looking at government subsidies, deciding whether or not they still 
serve a worthy purpose. I n some cases I think they may. 

We are looking for programs that have been lost in the thicket 
of the tax code. It ought to be pulled back up, the thicket of govern- 
ment spending, a trillion seven, to see if th^ can still pass muster. 
It is a good thing for us to be doing and I appreciate it; but as we 
do it, let us bear in mind that sometimes sweeping claims that 
have been made in the past about certain of these programs, EDA 
is an example, haven't stood scrutiny and won't stand scrutiny 
today. Good example. 

I am getting ready to go over to the Armed Services Committee, 
and I will be back shortly, Mr. Chairman, but I want to go hear 
about what the B-2 did in the recent war in the Balkans. There 
have been members— I won't mention names— who have challenged 
the B-2 before, on the grounds that it was excessively expensive, 
that the technology really wasn't worth what we were paying for 
it. It looks like the B-2 came through in this latest war, and so all 
of the old shibboleths need to be reconsidered from time to time. 
That is one of them. There will be many more that will be brought 
up today, and I think we ought to approach all of it with a fresh 
mind and an unbiased attitude. 

Thanks for calling the hearing, M r. Chairman. 

Chairman Kasich. Boy, I would love to start another B-2 debate 
right here, Ralph, right now. Let us go at it. OK. I want to tell you 
that I want to thank Mr. Nader. He has been on this issue and on 
me personally to make sure that we would go forward with the 
hearing, and I want to thank him for his commitment to this, and 
Ralph, the floor is yours 

STATEMENT OF RALPH NADER, CONSUMER ADVOCATE 

Mr. Nader. Thank you very much, Mr. Chairman and members 
of the House Budget Committee. Thanks for the opportunity to tes- 
tify on the very vast subject of corporate welfare. Today's hearing 
is long overdue. There has never been a congressional hearing, to 
our knowledge, on the subject of corporate welfare, and so in a 
sense this is a historic occasion, and I hope it will stimulate further 
inquiry by the House Budget Committee and by other budget com- 
mittees as well, because you have to stay the course in this area 
in order to get anything done. 

Mr. Chairman, you deserve major credit for issuing a clarion call 
for congressional attention to corporate welfare. At a time when 
profiles of courage are very rare indeed, it is quite clear that as you 
are running for President and having to raise funds under our 
present political system, you are also holding these very important 
hearings that might tweak the beak of some of these varied busi- 
ness interests, which is why I want to especially commend you. We 
need more of that kind of activity hereon Capitol Hill. 

We have been working on corporate welfare issues for many 
years. One of my articles focused on a huge subsidy to the railroads 
which didn't do the railroads any good in 1972. I n 1983 we put out 
a report called Aid for Dependent Corporations, AFDC, a study of 
the fiscal 1984 corporate welfare budget, and in 1985 a similar one 
and together with my entire testimony and these attachments and 
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a few others which I will cite, I ask your permission to put them 
in the printed hearing record. 

[The attachments referred to follow:] 
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Copyright 1999 News World Communications, Inc. 

The Washington Times 
June 26, 1999, Saturday, Final Edition 
SECTION: PART A; Pg. A1 
LENGTH: 902 words 

HEADLINE: Gore's efficient-car project fuels detractors; 

Environmentalists fear it will run 'dirtier' 

BYLINE: Heather Skale; THE WASHINGTON TIMES 

BODY: 

Critics ranging from environmentalists to automakers are calling Vice 
President A1 Gore's pet project to produce a fuel-efficient car a boondoggle - 
an environmentally unfriendly car costing taxpayers billions of dollars that 
will be behind the curve when ready years from now. 

DaimlerChrysler Corp., Ford Motor Co. and General Motors Corp, are working 
with the government in the Partnership for a New Generation of Vehicles program 
to build by 2004 an affordable, safe midsize vehicle that gets 80 miles per 
gallon. 

"They are spending our money and we're not getting anything in return except 
dirtier cars," said Anna Aurilo, a staff scientist with U.S. Public Interest 
Research Group, an environmental and taxpayer watchdog group. "We have to ask, 
'Do we need to give DaimlerChrysler, Ford and GM a billion-dollar research 
program?' " 

Mr. Gore is intimately involved in the program, doing everything from 
meeting at home with the companies' chief executives to personally awarding 
medals to engineers for research progress. 

Environmentalists and taxpayer watchdog groups are angry the program, which 
began in fiscal 1995, is giving billions of dollars to car companies at taxpayer 
expense. 

The government - spreading program funding over six government agencies - is 
splitting research costs with the auto makers. This fiscal year, the government 
will spend $240 million on the program, which is expected to cost more than $2 
billion by the time a vehicle is developed in 2004. 
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Although the auto companies have not announced their plans, auto industry 
experts say they are producing diesel engines to reach the program's goals - 
which environmentalists decry. 

"It's troubling that Gore, the environmental president-elect, is going down 
the diesel pathway and helping the auto industry build an 80-mile-per-galion 
vehicle," said Jason Mark, senior transportation analyst with the Union of 
Concerned Scientists. 


Eric Clark, spokesman for the government arm of the program, said the hybrid 
and direct-injection diesel technologies being developed are cleaner than 
conventional diesel vehicles. 

"It's not your father's or your grandfather’s diesel cars," he said. 

But Mr. Mark said the vehicles' emissions would be so high the cars would be 
illegal for sale in 2004 in California, which is considering banning diesel 
exhaust because it is a carcinogen, he said. 

In a recent report, the National Research Council, a government research 
group, warned that the program may conflict with tougher air quality standards 
planned in California and by the Environmental Protection Agency. 

Program officials realize it will be difficult to achieve low emissions with 
diesel, but that goal must be balanced with fuel efficiency, said Paul Wood, 
spokesman for the U.S. Council for Automobile Research, a group of the three 
auto makers formed to work with the government. 

"If we get 90 percent of the way there, it will be a huge success," he said. 

Critics also note that Japanese auto companies soon will introduce in the 
United States vehicles that go twice as far on a gallon of gas than conventional 
cars. 

Honda Motor Co. will begin selling a car that can go more than 700 miles on 
one tank of gasoline later this year. Next summer, Toyota Motor Co. will 
introduce a similar car, which already is being sold in Japan. Both vehicles 
have hybrid electric engines, which use a small gasoline engine to charge a bank 
of batteries. 

"The partnership is a halfhearted attempt to do what Japan is doing," said 
Ron Harbor, an auto analyst with Harbor Associates in Troy, Mich. 

Toyota probably will beat the old Big Three to market with cars that go three 
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times as far on a tank of gas, he said. 

"The industry will be able to do it, whether PNGV is the first one there is 
up for discussion," Mr. Harbor said. "If I had to push the limits and say PNGV 
will make it there first, probably not." 

The Toyota Prius, a midsize vehicle set to be sold in the United States next 
year, falls short of the Partnership for a New Generation of Vehicle goals, Mr. 
Clark said. It is only twice as efficient as today's vehicles and costs more 
than comparable vehicles. 

Automakers would have never begun researching fuel-efficient vehicles if the 
program had not been introduced, since the price of gas is so low, he said. 

Environmentalists also say the program does not require the automakers to 
sell the vehicles, just produce a prototype. 


"It won't produce clean cars; it will produce one clean car," said Dan 
Becker, director of global warming and energy for Sierra Club. "Who is going to 
drive it? Are we going to all share it?" 

The auto manufacturers have refused to commit to producing the efficient 
vehicles, he said. 

Mr. Wood of the auto industry said the companies are committed to fulfilling 
the program's requirements of producing a prototype by 2004. 

The automakers are working on other fuel-efficient technologies, such as fuel 
cells, outside of the program, but they will not be developed sufficiently 
within the program's timeline. 

David Cole, a transportation professor at the University of Michigan, said 
the auto industry is split whether the program will achieve its goals, according 
to a twice-annual survey of automotive leaders done by the university. 

"A preponderance of the industry doesn't think they will do it commercially - 
it's a very tough task," he said. 

GRAPHIC: Chart, NEW GENERATION?, By The Washington Times 

LANGUAGE: ENGLISH 

LOAD-DATE: June 26, 1999 
CLIENT: LEXIS 
LIBRARY: NEWS 
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Run the government like the best American corporations. 



Ralph Nader 


T ime and again, corporate executives have told 
me that government would function better "if 
it were run more like a business.’' I've never 
found this sentiment very persuasive. As one 
U.S. industry after another fails to meet foreign com- 
petition or legitimate consumer standards, can busi- 
ness in general offer itself as a model of sound 
management? But our best corporations do provide 
some relevant principles that can be adapted toward 
making government more efficient, more responsive, 
more creative, and more humane. The next president 
can learn from these principles. 

1. The best companies understand that people 
drive organizational innovation,- human resources 
matter more than money or machines. The next 
president should adopt policies that will unleash the 
productivity, morale, and initiative of the federal 
work force. 

For more than a decade, politicians have run for na- 
tional office by campaigning against the federal gov- 
ernment. They have denigrated the role of the civil 
servant, thereby discouraging an entire generation 
of young Americans from public service careers 
and reducing the quality and integrity of the gov- 
ernment. 

The next president can take concrete steps to mo- 
tivate civil servants, increase their sense of worth, 
and liberate their minds from bureaucracy-induced 
inhibitions. He should break through the legendary 
Oval Office cocoon to communicate regularly and di- 
rectly with federal workers. He should visit major de- 
partments, mix it up with the employees, listen to 
their ideas, stimulate their thinking, and remind 
them of the importance of their mission. Of course,a 
president stmggles under enormous time pressures. 
But these give-and-take sessions would make mod- 
est demands on his schedule-and they would have 
an electric and repercussive impact on employee 
productivity. 


In 1978, when Paul Oreffice became chief execu- 
tive officer of Dov/ Chemical, he promised to meet in 
small groups with at least .5,000 workers a year. He 
told me he reached or exceeded that goal throughout 
his nine-year tenure. Oreffice found the meetings ex- 

i Make specific and public 
commitments to better 
service. 

tremely valuable. He believes they gave him a gut- 
level feel for the company's mood, allowed him to ar- 
ticulate his goals directly, provided feedback he could 
not get from his immediate staff, and encouraged a 
climate of openness at all management levels. 

The president should also instruct his cabinet sec- 
retaries to test aggressively alternatives to standard 
government procedures. New thinking among civil 
servants requires creative management policies; 
those policies start in the Oval Office. .More and 
more companies are using job rotation, skunk works, 
self-managed teams, and other techniques to fight 
bureaucratic lethargy, The federal bureaucracy des- 
' perately needs such experimentation. One small but 
powerful idea is for agencies to open "invented here" 
' offices to evaluate and diffuse throughout the gov- 
‘ emment better ways of doing the public's work. 

I Finally, the president can ensure that government 
: celebrates rather than punishes civil servants who do 
' their jobs. He can give concrete meaning to the stili- 
i inadequate protections afforded ethical whistle- 
i blowers by not only providing a climate of reform 
j and respect, but by also rewarding them for taking 
^ personal risks on behalf of the public interest. He can 
I demand vigorous implementation of the Freedom of 
! Consumer advocate Ralph Naderhas been writing, testi- 
fying, and organizing in the public interest for more than 
; 25 years. 
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Information Act, which, by exposing government 
practices to outside scrutiny, helps check manage- 
ment abuses and indifference. And he can end inter- 
ference by the Office of Management and Budget in 
the government rule-making process. Under Presi- 
dent Reagan, 0MB 's unprecedented reach of power to 
obstruct proposed health and safety regulations has 
d^ply demoralized the dedicated 
and expert staffs in such agencies 
as the Environmental Protection 
Agency, the National Highway 
Traffic Safety Administration, 
and the Occupational Safety and 
Health Administration. 


'I ‘ ' 

I H 


2. Some companies are becom- 
ing tougher and more inteUigent 
customers. Similarly, the next 
president should leverage federal 
buying power to improve product 
quality and promote innovation. 

John Nevin, CEO of Firestone, | 
told me what it's like to be a sup- 
plier to the automobile industry 
these days. The car companies 
not only expect better quality and 
on-time delivery, but they also 
influence how Firestone itself 
operates. His major customers in* 
spcct Firestone's plants and evaluate its investments 
in manufacturing equipment. If they are not satisfied 
with Firestone's tires, they can effectively shutdown 
its production lines. These manufacturers under- 
stand their power as large buyers, and are using it to 
win better supplier perfomiance. 

What a contrast with government procurement! 
The federal government acquires about $200 billion 
worth of goods and services each year. It buys almost 
everything that individual consumers buy: food, 
clothing, pharmaceuticals, motor vehicles, fuel, util- 
ity services, health care, you name it. Yet government 
seldom wields its marketplace power to win better 
deals for itself or indirectly for consumers. 

Most federal procurement is motivated by a nar- 
row accounting mind-set: buy goods and services at 
the lowest acquisition price. Needless to say govern- 
ment often fails to ac^eve even this modest goal, 
witness the recurring scan<k1s over weapons and 
computer systems. The Office of Federal Procure- 
ment Policy, which Congress created in 1974 to 
straighten out the buying mess, has been dormant for 
the last eight years. 

So government should buy more efficiently, keep- 
ing product life-cycle costs in mind. But its greatest 
impact would come from buying more creatively- 


that is, promoting practical but little-used innova- 
tions and advancing already-authorized national 
missions like safety and energy conservation. This 
important leveraging of the taxpayer dollar should be 
a top priority of the next president. 

Federal agencies, for example, can use their 
purchasing power to negotiate model contracts for 
telephone service and health care, 
and then publicize the terms 
to show what individuals and 
businesses should try to achieve. 
The agencies can also be a vast 
and reliable source of compara- 
tive product information. Ever>'^ 
day, government purchasing 
agents make buying decisions 
based on product evaluations: 
who makes the best light bulbs, 
who makes the best photocopi- 
ers, who makes the best wool 
socks. The government could 
publish a monthly bulletin of its 
purchases and explain why it se- 
lected specific products, with any 
proper qualifiers. Consumers 
could use such bulletins to in- 
form their purchases. Companies 
who want to sell to the govern- 
ment would have fresh public 
performance standards to exceed. 

Most importantly government can leverage its 
buying power to create markets for important and 
beneficial technologies that might otherwise lan- 
guish. Government contracts are often so large that 
the prospect of winning one convinces a company to 
make a product it wouldn't otherwise be willing to 
make. The initial government purchase can stimu- 
late subsequent sales in the civilian market. 

Military hospitals pioneered the use of generic 
drugs. Pharmaceutical companies were not enthusi- 
astic about supplying generics, but large institutions 
like Waiter Reed Anny Medical Center had the mar- 
ket power to demand them. The Carter administra- 
tion began a Buy Quiet project to stimulate the de- 
sign of less-noisy machines and office equipment. 

The most dramatic example of the stimulation ef- 
fect, though, is the automotive air bag. Apart from a 
few thousand cars in the early 1970s, U.S. auto 
companies refused to offer air-bag protection, despite 
20 years of legislative and regulatory pressures. Then, 
in 1985, the General Services Administration issued 
a request for prc^osals to add 5,000 air-bag equipped 
cars to the government fleet. The order was large 
enough to interest Ford Motor Company, which won 
the contract. Soon thereafter, several insurance 
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companies that had long supported air bags followed 
the government's lead and ordered their own air-bag 
equipped cars. 

The auto industry got the message. Ford began of- 
fering air bags as an option on two models. Last May, 
Chrysler announced it would install driver-side air 
bags as standard equipment on all 1990 cars. Virtu- 
ally all manufacturers are now phasing in this key 
safety device. The leverage of a large government 
contract (combined with prodding safety laws} 
created a marketplace dynamic that overcame two 
decades of industry recalcitrance. 

Many other socially constructive processes and 
products could benefit from creative government 
procurement. Federal policy has long encouraged the 
use of recycled materials. Why not announce that 
government agencies will meet 25% of their annual 
paper needs with recycled stock? This would create 
economies of scale for producers -and thus bring 
down unit costs, lower prices for civilian buyers, 
and encourage supplier competition. The same goes 
for solar energy. If the Defense Department used 
photovoltaic units to generate electricity in remote 
and other adaptable installations, it could save years 
of building efficient scale in the civilian market - and 
lower solar energy prices dramatically. 

3. /ust < 2 s the best executives build customer- 
; driven companies, the next president should pro- 
! mote citizen-driven government. 

1 A basic function of the presidency in a dem<xracy 
I is to enhance, not hamper, the ability of citizens to 
' find out what public officials are doing, to express 
their voice, to gain a role in the policy-making pro* 
: cess, to challenge waste and ccrruption, to discipline 
; government insensitivity. Virtually every president 
' comes to office promising greater citizen ^cess to 
and influence over the workings of the federal gov- 
ernment. Few ever deliver. 

Some of the problems boil down to government 
; agencies ignoring the needs of their citizen-cus- 
j tomers. In February, the General Accounting Office 
^ reported that IRS peraonnel were giving incorrect 
I advice to 39% of the taxpayers who telephoned 
I with questions. The Postal Service has scaled 
: back door-to-door delivery to new homes, stopped 
i Sunday mail collections, and raised postage prices 
! taster than inflation. Government forms remain 
I maddeningly and unnecessarily complex . 
j One immediate way to improve government re- 
I sponsiveness is for the president to put his personal 
i prestige on the line. He should make specific and 
j public commitments to better service. The president 
i might guarantee that taxpayers will receive refund 
I checks within a fixed number of weeks after filing 


★ 

their returns. He would then report to the country on 
the IRS's success in meeting the pledge. Whatever 
J the service areas, the important point is that the pres- 
i ident makes commitments -and holds his cabinet 
i secretaries and agency heads accountable for them. 

I Hje president should also expand feedback mecha- 

• riisms within federal agencies. Government offices 
: make remarkably limited use of toll-free complaint 
■ hotlines, surveys, and other familiar information- 
I gathering tools that companies use to monitor prod- 
i uct quality and customer satisfaction. The creation 
! of tlmrou^ and sophisticated complaint data bases 
I would allow officials to distinguish between episodic 
j service problems and systemic inefficiencies. The 
; necessary communications and data processing tech- 
; nologies have existed for years. All that's missing is 
; leadership from the top. 

.A more far-reaching initiative is to build a citizen 
i empowerment infrastructure that campaigns on its 
own for more effective government. Corporate cus- 
tomers routinely band together to influence suppii- 

• ers. Computer buyers, for example, form user groups 
; that meet with vendors, evaluate new products, and 

make complaints. Individuals often lack the re- 
: sources and ease of communications to organize 
themselves. Government can help create volimtary 
; associations, open to all interested people, to repre- 
1 sent citizens. 


■ Demand performance from 
suppliers in everything from 
food to fuel to phone services. 


This concept has proved successful on a state level 
Several years ago, Wisconsin and Illinois created in- 
dependent Citizen Utility Boards (CUBs) to represent 
ratepayers. On a regular basis, utilities (which are 
government-sanctioned monopolies} were required 
to include literature in their monthly bills explain- 
ing CUB'S mission, structure, and how to join. The 
groups quickly attracted tens of thousands of mem- 
bers and became skilled intervenors in rate hearings, 
administrative proceedings, and the courts. Most 
utilities are no longer required to distribute CUB lit- 
erature, but the groups are functioning well after 
their modest government-facilitated launch. 

It would be easy to apply the CUB idea to organiza- 
tions like the Postal Service, the Social Security Ad- 
ministration, and the Veterans Administration. Take 
the postal case. Big mailers (magazine publishers and 
the direct-mail industry) use lobbyists trade as- 
sociations to advance ^eir interests in postal com- 
mission race hearings and to monitor legislation that 
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affects service. Don't residential mailers deserve ; 
their own independent voice? The next president ; 
could urge that once or twice a year, the Postal Ser* i 
vice distribute literature to ail households bearing a [ 
message something like this: "We are always trying j 
to improve our service. But we know we don't have ; 
all the willpower and ideas to make our service as \ 
good as it can be. We think you should have an oppor- 1 
tunity, in an organized fashion, to be part of a volun- 1 
tary association that deals with complaints, postal ! 

I lf the U.S. government were a 
public corporation, Carl Icahn ; 
would have launched a 
hostile takeover years a go. ' 

policies, and postage rates, and that regularly con- ' 
venes with postal managers to evaluate service qual- i 
ity. If you're interested, send an annual membership ; 
fee of $ 10. You will then have an opportunity to elect ! 
a board of directors that will establish an office, hire ' 
staff, and set the policies of your organization." ; 

The empowerment approach brings many impor- i 
tanc advantages. It costs taxpayers virtually nothing; ! 
the groups are funded by voluntary contributions. It ' 
is antibureaucratic; government is not creating an- 1 
other layer of personnel or a new set of procedures, j 
And it enhances civic participation; such indepen- ! 
dent organizations depend for success on the energy | 
and vision of their members. i 


government, with its vast mismanaged assets, were a 
public corporation, Carl Icahn would have launched 
a hostile tender offer years ago. Here are iust a few of 
the many opportunities for more aggressive asset 
management. 

The government owns and administers 760 mil- 
lion acres of land, roughly one-third of the entire 
Umt«i States. This acreage contains huge stores of 
valuable minerals: 30% of the country's coal re- 
serves, 35% of its uranium, 80% of its oil shale. 
Counting offshore areas, government holdings also 
contain 40% of the country's natural gas reserves and 
85% of its oil. But the Interior Department is a noto- 
riously careless landlord. It has failed to collect ade- 
quate royalties on government-owned logging, 
grazing, mineral, and oil and gas resources. With 
many leases, it doesn't even require competitive bid- 
ding. The cumulative lost revenues amount to bil- 
lions of dollars. 

The Federal Communications Commission gives 
away the licenses that authorize radio and television 
broadcasters to use the public airwaves. Meanwhile, 
local television stations change hands for hundreds 
of millions of dollars-and a huge percentage of any 
station's value is the government-assigned broadcast 
license. Shouldn't the FCC, as a representative of 
landlords (the people), charge rent to these broadcast 
tenants for the privilege of profiting from the public 
airwaves? 

Government agencies underwrite or directly con- 
duct huge amounts of research and development, but 
they often let the fmancial rewards accrue solely to 
the private sector. The National Institutes of Health 



4. Aggressive CEOs put corporate assets to their 
highest use for the best return. The next president 
must exercise more effective control of the country’s 

vuiL yuutiij 

Public assets are tangible or intangible 
items of value owned by the public and 
managed by the federal government for so- 
cial, economic, historical, or security rea- 
sons. They fall into three categories: 
natural resources such as public lands, min- 
eral rights, ail rights, and broadcast ri^ts; 
physical assets such as roads, laboratories, 
defense factories, and power stations; in- 
tangible assets such as government- 


hand over many valuable research finding to phar- 
maceutical companies, which patent new drugs and 
profitably enjoy a 17-year monopoly on their produc- 


patents on ^vemment inventions, and government- 
collected information and statistics. 

The next president doesn't need another blue- 
ribbon commission to investigate asset-manage- 
ment practices. Decades of congressional hearings, 
GAO investigations, and federal task forces have 
documented a pattern of gross neglect. If the U.S. 


tion. Shouldn't NIH collect a royalty on revenues 
from these patents’ 

Perhaps the most widely abused federal asset is 
government's unique power to grant subsidies, pref- 
erences, guarantees, and exemptions: tax breaks to 
oil and gas producers, maritime subsidies, low- 
interest export financing, bailouts of mismanaged 
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companies, and the list goes on. These direct and in- I 
direct subsidies to business cost about $ ICX) billion a ; 
year. Yet federal authorities demand next to nothing \ 
with respect to corporate performance. Would a well- ] 
run company finance R&D by a supplier or provide j 
low-cost financing to a customer and ask for nothing ; 
in return? I 

The next president should implement a workfare 
system for this aid to dependent corporations. Some 
politicians are insisting that welfare recipients work 
for their financial assistance. We should ask no less of 
multibillion dollar corporations. The central ctmcept ; 
is quid pro quo- if government writes a check to \ 
business, government has the right to set perfor- | 
mance standards in terms of job creation, environ- I 
mental practices, and other criteria. Failure to meet | 
these targets should result in penalties or the return ! 
or withdrawal of the subsidy. Under such conditions, ; 
perhaps there would be fewer subsidies. 






i ^ 

i 5. Strategic planning at the best companies looks 
i beyond tomorrow’s results and identifies long-term 
! challenges and market opportunities. The next pres- 
‘ ident must expand the government's planning hori- 
; 2 on to address problems whose impacts extend 
i beyond his term. 

i Critics decry the short-range mentality of corpo- 
! rate managers who respond to Wall Street pressures i 


by focusing on quarterly results at the expense of 
long-term corporate growth. Presidents are not very 
different. They usually govern as if the future of the 
United States ends when their term expires. 

This short-term orientation reached new heights 
under Ronald Reagan, whose administration has 


I The next president should 
develop a workfare program 
for dependent corporations. 


demonstrated an outright aversion to addressing 
the long-term problems it helped create |i.e., huge 
budget and trade deficits) or problems it inherited 
such as acid rain, the greenhouse effect and ozone 
depletion, and toxic-waste cleanup. Political reali- 
ties encourage short-term thinking in the White 
House. So a president must work hard to overcome 
these forces -or, at the very least, to provide a func- 
tioning legacy that helps future administrations face 
these woes. 

One approach is to assemble a series of planning 
task forces on long-range environmental, economic, 
health, and social problems. The key to success with 
these planning groups is appointing members who 
genuinely want to solve the problem- which means 
appointing members who are directly affected by the 
problem. A task force on radioactive waste disposal 
should include not only nuclear scientists and geolo- 
gists, but also citizens who live near atomic plants or 
in communities designated as possible waste sites. A 
task force on ocean pollution should include not only 
marine biologists and chemists, but also fishermen 
and residents of beachfront communities. 

I do not want to push the govemment-as-business 
metaphor too far. After all, the government of the 
United States is not a business. It delivers unique 
services and bears special legal responsibilities - 
curbing marketplace abuse, promoting world peace, 
fighting disease, meeting the needs of the disadvan- 
taged-that have no direct corollaries in the private 
sector, except perhaps as a moral imperative of cor- 
porate citizen^p. 

The next president faces a whole set of challenges 
that speak to these broader duties. It is hard to imag- 
ine a more basic domestic function of government 
than protecting and advancing the health and safety 
of the American people. The next president must 
make up for eight years of neglect in furthering clean 
air, clean water, safe foods, drags, cars, and work- 
olaces. The same is true of government's role in curb- 
ing marketplace abuse. The next president must 
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breathe new life into the antitrust laws to reverse the ; 
growing concentration of corporate power, protect i 
the increasingly endangered rights of injured people ! 
to have their day in court, and crack down on mill* 
tary procurement fraud, toxic-waste dumping, and 
other business crimes documented regularly in the 
newspapers. 

Finally, the next president faces a challenge that 
goes to the heart of our independence as a nation. I 
have always decried the excessive influence of U.S. 
multinational corporations over the economies of 
other countries. Never did I imagine that the United 
States itself would confront the hazards of such wid- 
ening absentee ownership. 

The next president cannot afford to ignore the 
growing foreign economic presence in the United 

■ Presidents usually govern as if 
the country's future ends when 
their term expires. 


States. Absentee ownership, heavily fueled by a de- 
pressed dollar, compromises political sovereignty, re- 
duces our freedom of judgment as a nation, and 
increases our dependence on foreign banks and cor- 
porations in ways that have nothing to do with the 
proper exploitation of comparative advantage. And 
there is no pretense of reciprocity in this foreign inva- 
sion. Does anyone seriously believe that the Japanese 
government would permit Firestone to buy Bridge- 
stone or CBS to buy a major division of Sony? 


Tm not proposing a ban on foreign acquisitions, al- 
though the federal government has a legitimate role 
in scrutinizing and approving them. The most effec- 
tive way to reduce absentee ownership is to reduce 
the budget deficit. 

The deficit should be reduced through three steps. 
Deep reductions (say, 50%) in our expenditures for 
military forces in Western Europe could save at least 
$50 billion. It is absurd that British and German 
companies swallow our industry and real estate 
while we have absorbed so much of their countries' ! 
defense expenditures. 

Tougher asset management and steep reductions ' 
in the corporate welfare budget could generate an ad- ! 
ditional $50 billion. The next president should slash 
government payments to large agribusinesses and ^ 
eliminate subsidies for nuclear power. He should col- 
lect higher royalties on timber, oil, natural gas, and 
hard minerals on federal lands. 

Finally, further reform of the corporate and per- 
sonal income tax - specifically, e liminating business ; 
loopholes left open in 1986 and modestly increasing i 
tax rates for the richest Americans -could generate i 
another $50 billion. These three steps alone would 
reduce the federal deficit by $ 150 billion and help re- 
assert U.S. economic stability and stature. ! 

By empowering the citizenry with information, ac- | 
cess, and participation rights, and by applying the ! 
best of appropriate business principles to our federal I 
government's distinctive roles, the next president ; 
can preside over a problem-solving present and be- i 
queath a comprehensive legacy upon which his sue- ■ 
cessore and the American people can build. 
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■ iUji ?%^ksr> •T* 


vaM MHvi pwl^ I liMMrim rv^ m >4* ^ rWi ■ 
* ka rj^ b^A— vk^na^ 

hm Mtv i i^Wvp fcitera Ihi.i 


ivf^k taiiP9"i Tto r«v^ 


il-^liiL LlELTIiC 


■ "i^d # imw^ ir+ ’fe4!^ 


^ ^'' * * —■ — ^ 7 ^^ Iwicfc tfif N'crnhtj^ 

nvrr P^nia!HJHrN4CTn'*v vmn ^ t 

i«id ■-xu^i4ifcp. . ii — MM > I rxTt-tb'r 


ftL L.IKB hi BBI.L 


fW*T ■ Mi Mha d ra 1^ 

• « Pi|if4 L l> El 

bAi kaa'^^b^Wd UbAk l« Ih KH 


^ iTw^. j^i - FICKrlci^S iiri VVi'lfan? 

iHi*.**! '.a^i- fjk llh M J.lte to lM.Rn H>MCrr b lAT 


»»' ^ ^ toak^ m^ ■ ■ Nrf ^ ^ ^ ^ to »pfc •! LVi^ 

. -■ ^ 1-*^- ^ - - - to M-a .aka fea «»«d Tf Li1l#4 b 

Tf i p l»P»-«'4 ■•jpwp^ »■ ki P- I 1 «k» b ah ™hir^w fc 

kwa lb<_. M^lA. tkHH ■-— ■ .L.a a.a ^— ^ _■ — 

kaai.^— 4PPa I P Bp— 1 ^1 J | ^1 ^ 

M|| i m aik^a (Vi ui Ma i* nJItoa M dtoS — 

bto p» fe palfpi^q>p«^ ppaiiri pw * A^ipa ' Ti p ^ iB m4 
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w m rnm JM- llPh I 



rw^ir xst .^h!i 

q-v****^ -I* 

4<»«iW ^hS 

T^«ili 1» 

^ •« ll^iBjd 

mv barwn 4b 

• 

rti -irffc 

litbi twa 


* '*w* w ^rww 

4l«i * ib kal ipbM m.1 

«_■ -. iii» * iiri> 

•«'I^P*nb^V*nftb’t btebU« (Jtkd 
^ |te«i ^1 |w« • 

U* t 

^ £W Km tdMbi4N m iiw^* 

AimJ » 

nmi la lb 

V I FrMwr' «««'■**• ' ^M mtit 
k ■ *; ml.i^J^m|.K kPW 

* 'MmH IbH 

M tm iJ K^, 

■ ^bi iiarraK ■^Lwd'K^. Lra l»tu»^ 

-VMM V-b- ■J^r«Kir> «laM 

!• V'.TTVfc I Uk 

b bam«di bs^M 


WW blidJriBbhif f KMi Ik 
•K fimb w iHl dl 

«#U|bl ■ I ■ M« bM h lU I Mm d 
Pb Mm* rma M- >*<■ 
»« ^ >^1 J ^Ab bd 

kbtr-J A MIKK rdV (l« m 

M> j ^ ^ i b ■ .^Uidv kb 
-■*• — ■) b k^, ^» T f^ km M« I mK %M 
^b< ■ f i ■ k- 

• *• — tb k^Jbil Lj k«f Hmi< Mmmi 

f^ikK^T^^tra !«' War 

LJm ' hi tav m bk i*- I^ H Pb 

^IVI 1 •(« mi 1 lb iMiii 

»:n 'N • ► uTinrr hJiL^ •> 
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PAYING A PRICE FOR 


i^ij mi 1 4 [h 


:^ANr OF mmm uhge^ companies 

mi THE LIft'IRONMENT BUT Cl£W W ON 
BIIUONS OF OOtWfiS IN TiW BENEKIS 

Bj Owuld L Bflrt'etl ind liniEs 6. StEftle 

-.rfkBl ■ ji i b J Li FI 



r-rl^ 1^— I, .. ^ 

■y i V 1>«ir^i PMv * |.mbIa m4 Trar mi imd 

lh**^i- i VrH. 1 * 1 iP'i‘ ^ M b i i f f^ i w » ifc<w» ■■»*■ ■**■ ^ 

Aw «i-bV^ F^rv^JI l[^n#]>«B F*,«M * *.”^.*.T* 

I*-,. Ml J ^fllM l ld l .iUii tJ-lgn Y I I I 1 ■ 

Hi Nn V. I« Frl « ^hbi vb 

|b IIb 1 ^ ■ wfi J N PVPMua i^wfirml ita A1B« if Nto uH W^tmj^^m 

M >4 rH> I ri ■ v^TV9 li-ib liv ■ "’_ r^ - ^ : T 

~TFt kiqva!Hi^XKlra^Ai1wUn«L‘ uk. i^^^ ■ 

w P#|i hit Ji jliF* BJirii Pwl lAktoJ ^^AskAhi ihu lb r ^^3 19 ^lip v i 

I I m J M'hvN fWrt ^ytjVTTMM * Mtn "^****^*^^ 

li fc aiTt Fv^afc:^ TilgfB— ■ r bi-b a^A|f F* • 

4f|pi jiritiiMMi KcwB^hn^RRi rm brt»f,Pi<iHvh pn if*« B^IrkufHwpp 

>^p briap ti tiTii nl ivp w niM ta Mr ** ^aZI^b 

IW ^Pr-dp^ vaiincta tPV^-dMbcl«M ict^ "^**7* *!** *?^*?™* ! 

Tik Pwi'ckknAri^B^vi ; !■ rv# b P 

ll'h^lMn^^^bbrAtb n iM F^miIi M HM i |y*« A L 

•i vp iU ' i IsBr. Fain ■ wbbfr kumirNma MrIbB mi ntaad lu ‘ b b-mv 


■Aap.ja tJHMB- limriif^ ■ 


I ffe u^m iw^lM If 


mt4 m gtui «7«ua, It* bhkrvBi ytm m}^ \mT itofl-EllHidi r*J jT "-,.*-!^ 
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C O K P O R A T LS WELFARE 
K E L A J' E D W E IJ LINKS 



TIME 


PATHFINDER 


1 1 1 C I*! iVn b ff, ■,] I iH'iuiM iTpI b |}1 1 hUJ T^duuI h 1 1 


iii^rt^.-hn^a hErrl 


A 1.i'i Z 

I*** Ck^bd fcl* ti ST^IP^ ^ 

_J L.-i . i : ■— m, 


"Ctirp.grj.tE and Ma<iilDag Weak liy Certi 

-!: TTffrn 

If- •»:»' •rti.Ti ;wKi 


lilhUAJ^b Hi[i|b C^tiJCiniarin| 

ikli h*M blbi -U. U I 


Ih d* &iii.tiw ■ Sibiihk ^-ib-m liMCb m ^npiii* ffifci 


Mjnii# ;!ii : .1 Hadi^ 

|lbr pbI ri ^‘li in"i: ih lniu<" 


Tlip AiimairiErrd TrrJiriti.Inj^JC Fmgrnm ,1^1^ 

JwiHwm* ' " 

il* IM di La kUih 


.(b!xecih[jiLiLi£RiiJ»tuu!S 


-PAJK iUti; Clwk^.F- H^r.ri 

ikf pjl U 'Tb rrbWb "ittf iMn^ it 


,l»i»^.=»*n.hutTL. 
UTMI: Uulr. ^ 

WQb.t^urQt' 
C|MtPiB44 
^'.tinDnaJ. I IMt 
firntirnDjlE^ , 

T »ir a»a 


EEfiruNE^m 

(, .n|2i2±£ki! 

•JT8 A rl^fr.? ga j 

VONrY.t^ 

r^tio ■t O r-t-i 


ILCH 


L£im 


aa • 




MHENT 


ft?-? 






All luTHK -c^in m\ub Ihi- Toujiid ac\ ihw mMP waUtf 
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TIIES 29 fVllLlJ 0 NJOB 


ibpli llvfi'iB AirJL.aTMfa ’ 

Inf «jc¥H(jud vfrcn 

II nbi.'' hkAivia ham 

rtai kMteiM-inCBTjiflalip ml 

kc Iha vl 

5aTclir»uT Lfcc ln4]iiosin 
dnp aiAlmo w dwi v iib a 

■Wr'fT^ptrJ h^si | k ^hp 4 n aT«^, 7 i 

■Ariw c |ndc«4uL 

ji,a^ Irk^aniiBv^b r^^vimai 

v:iji< Lhc«' M] vnc vmu~ ^IcC^jVi 

^ki^'LaH vrvr ■iay^Bi aa l 

l»%fl ir>i>f a IrifD II niM !>• »m 

|| dr!}i* 11*11 pi r*^ tJ U^'l', 

w htd »c-.«iif-|lLhr Ml ... Af w 
Iwl to -1^ iw ^ iJIliWI 
ctMPmrN ~ 

wjm Irpll 

I^Hi a^-ai I teAfni l■4A'i^uj'•l 
'■« ■fthT.^.h T'n-^l- 

iMiMm. kaicmn uilc^driirM] 

■h" iii"M ikw^ 

Ixic n ccudnvMd . 

af^ri 4^ to ^Bfijfvil Itori 

L4rvcnHTdhriaJiH.-b TiTnmc^ 

Np TH J 1 ^ 

■rJxcti. UT^t* h u»>a^ 

lla ■fsiirtraMif tk^toii, f ni a 

MAiri!. «ajivb>. iJ Itt iuit 

ltwvritoil^l^«w«nd !■ h-Hka 
^triuik*. il im w -lavbnt- 

p*p I I , aj *■ haJhkrs pnp&har*^^ 

tr ■vha 00^1 Mfrft dl icJihAi. 

ah mwmy i^a a fi.aN^ 't 

pvtiEh MHuAdin ivt^' iJiiJiLnj 
ipxl< ifih |to n-**TP n 

1^ ETi ilcnuiPf uliBKnduv 

Ai IT lo^kiHi udAi IlMT/i 
WMWfr •u:*"P*t ■^ryr *«| Iwl 
fMffk Ilfhlll iflJ y’d hMhWIrtft 
p4v.i vfh fc4«li:« '^cih- 

LaKU M iMMMI InMfkariaime 
FF?*:' 

ibri r^LMchmtnldkMK 

imcrraaKlkfiBAjf r^dn Md ib^ 
hr*** m 4i.ir :4r^' ■ini 

%faAj\ imUJ i^akiFf-La pbto^ >*'k*n «□ 
Ikcv-^^T-n-N DWtiMhp«wlb?ArL 
Iba A4FMJ Avy. 

err m uJbM? ni^f. Pkm iriill 

Mur^d. 

TML w I^H m Imp ■»*.r*ii¥i yp wi 
ih urtk-aAd BTdto r1i^rLM]ritoe AjiMi 
-p l^rw- -af '>ir-*«iy'P*^rptT*.T. m 
M baJiidl^4aiadtfk|itoad^ha.UiaM9 
H-nT^top:r*iP4-iwdHna*;< r7iJkc'>'7Ji 
Li 

Kt i to pwi w Tnrr r!iiJrviiBii(^ 


LAddl-dAh A 


UlT 11 ^ ITAm TILhT i 

to^iln. i-FFhljn4wi?m l!krl lirhiTW^ihE-if 
L^uni }Ha. 4i^ iL* nwdi.* aid^MlI.dii* 
IM III? pmrf fudbq’rw 

il&f%i'1 ■dd4|L' 


ttia Btepfit B«d|ilefild 


lliliii' 

Bff<Mp. 

1 . 5 ^' 

HQ- 

•T" 

niKiMn 

' jwm 9 
Uktjmim 

L liidabfkadihdM 

HT 


H -1 ■ .» — 

hPA 

JjJJMfOVI 

L 

A • 

bin 

iwaa^M 

■BflAhEM 

L ‘m I - 1 ^ 


USMCiB 

a^ PiillI > !■! 


MMHlW 

k HMwvpNamiM 

m- 

ii 9 . 4 AMAp 

ri hwwAbanai 

L 4 

. jbIj 4 w^Mi 


Hie Ebottost Uto 

DDMiMrwMrrh'iuctfiMr-tw^ ^ 



C ••hLj bfMF Aa Aa'al I’iAtoa Cktoi^ 

• nn.ApiiiM P'hnElil-ni'w^ I wbl 
j i^WulWi'iiUd^d^^lk^tiMAIb-n.- 

I mdri^r#l*1 Md I'fvrvA" 

Vejy BL-icluin&tJ 
Redfish, Anj-'uiio? 

i^rlM ar.~^!.i aT rf g ’lortaf n'lba 
Cbaki ^toVik m h Jto.lar^d bra toV.1- 
cnvKR: Cnfiwi Frdbrvd! Iba kctwI- 


uC Utoi t lA a L’IHC Cdffidi duj. 

... lj.^l Ir.^ I. IBU. 

’ll Ubr iLi 

•mwmp II J F ^Hlki ipi^. 

ESf HI iLMh: EU. Ittfl ki 

fikal la l^MItor.lT.-fc-i . h" l^-* a 

JTBiX Lrij-r. 

If^ *■ 1^ *T fh*" L^iinK*- M 
LjiUau Ikf bMhauud^piH 
ihriP.^^i^fhaT^ IliTPfftpVFTi 
inunrtJ IlwLb* if i bpiiy ra* 
lr.n,-h ■¥. 1^ iri.virdrv' tW 

rihdih'piiTiTilif IrnaPnintoi^rti 

'A-Mdc.hiiijrtto luTJi^ftd he-. I 
Ip iLe iiVm 1.^ iptip rtuptoipp F 
LMMiau i'b«:44j bdH.‘nvaa*(j3> 
nr p^wvi^ 3iil d 

Lm&iJH Ivuia-dli.nd dh-dii.Tli’ 

■TT^^ at-v ?in. f4P 'K 

i::m'ic T>'>^ Un e ik^i 

■^Pfi* ■>'•«' 
Ift n»uii riiftSM'iidF. il^'hb. 
Imi.ll m ui'i>l Mctwi. K‘|. p 4 
LhiDAd rarijT nbii 
jmF* id" ? Ldihr* V*i H !■% 4 
h^Ed lb LcaldBU. vfckb bM 
mnttpf i| bw^ rwTf^ PTi Hnhjn 
Ibkifkl peic^nj' liiu Eai niobA' 
ciK prpppmpJ mr lb* Mil 
dKadto hrMffi iT llto SbOa W- 
fariraa^l K|i~>l If " bfl- 

■Mil duv. ib_u AntoWfur^ I ivja- 

nP 'Mdhp 13 .1^ durtn |k«i 
pwirt— rrstmJ a ii. MB pQ^n Uhlkrl 
?IJ^ c^rtirT^^Wp™! 

lubu larE^if C|«a^ 

+ ■rJX.--Vm 0*s. * ll.irimNpn 
lhi_ j^Md hdi. A tf I iba im Lai. al 
hrenl ^4*d.*n-Qf >?iQE ihi."HKiLi 
il LdMkiAi. Nidbimir Avcui' 
rv« mA:«J **> K L4VD«pp 9bv 
aKiUrf dv Mto^agr IfTdla 
3IB p*^F F B™rrtT im* 
1^ faS Lk-I^^ lhlC-.4^Hi h M 

^JLimbryt^ IMC^fJrtd Inc.ijPKn 

Ubrai.i'UMIhlL I* 

* P.iianp bi?.. i ^I^nr. la.. 
B#^^, rairtka i^b 4*a Ai 
■ ra^ Lmbrfrx#. iiLup+.ftl-'r^biv iii- 
Uh dl niil^r4Lk'-4J raJliba IH 
Liihlani bu rqqrT^dMd Ih nvpviy 

Piiah |ii|.B’K«E if M iMlifli. U 

Lmi mr lb« inl 4c<sdc. Vil^i frii 

^ab fiTlflitoa iS lialrwi^ llfcaNluJ 

B41b rtf? IM-Il 91.9 MR-u. JBd bii- 

r-i^Ldyu4^l ItoltoukM f±Alm£L^ 

rtnr ■a*lp!Vd‘cp^41tbQE4s CVuvvil Ir 

uir !ton aa . a PtoJ a JlUB. U 1 ms . 

fb#EHIErJC91 HrliHJrLAfVtf Iht. 


When K rdins, Situdetits and teachers get wet-inside lf» schael 


'rW VMia w* 
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•U lU- • 'i » ■ ■ ^ ■ 1 

-rWtnT.Tirdhfilti.'KifWarit'Ac-nnr j 
l*V I^Li* -IWl. iMtliftM rifeC*^ 
k»n>Mhi 
^♦■HrtTX 


I 


b I 


Ui i l ^iy ^furi let ■!■ %■ ■ *■ frR II M nC- 

tel I 

VMiiM J hrwi ^ip«i< pi 411 

«41kn Xi PA4MV UUL MM' d-pi 

uriL LiB-ki 

Pii^i^ifv«hnii rpjcWLli.^ta^riln >rinai 
tfi ilt<^ 

J^mt. !■ r#. I>IINC. ' iPTP j' WII ll 

KWMnAld kUUlM tMfV Liil fefia BiLtftAari 
— IliJ 1^ R, I,U3 !■ 


d I »c^^P^9^IjL a>dw1 

idU]%MkJL 

In ^ QVH nl^ N 

pnMc^ uAii. 4 w wn^iBi^ibii 
iWa^^s ■! iJLwAbvw yt^|pj ' 


ii.n.b^Ci-HA 


|r. 

1^ ?l kTtml «rd Iml 

bmik^cic a Icijh— mactf bj^an kAB- 
Bb dv n^Bib bl LdfaJ i T BiBhd^ 

OiviblL ■IbB^KjyteULliIhq.urfnl- 

lb«iibrj.l» 

tljc.' ^'tlJ■] wit]] 

41 B;ll}LrLK>r[L!f 

T^f hnr^p IT n 111 niiuiXi' 'tab hd 
LslIUJ du k^hJM ltd'B' UUnl^ ^ dh^ 

! n 1 . M f" ■■’*^TP*rri 1^4. 1 

Otfji ft JuMifci M tmiaif. Uoh. Tbi 

tel iBBB IlirtBJ'^Lvdiri IhB Ml ' 

iPTP j' wii In LBHil |/dv^ 4 UJirduni 

Bil tf ttar^kata ib 4 Ite Ji. Thlf ^ 

Tim i.ud |B[dyp ip. fti ! 

irmiB ImL p 4 ^ IIU Jib «l • 

IBmp l ili b » i4i aMBt IM bb bb;. i f 

M^raia I rtip. 

Wte ri PAWd^ B teJ I iAU ■* 

A Vp^J.-it p.ijpvbU DJteJ Uw llrrF.' 




liE. BtidL ll Ib^ Li e 

Cu Lib* JWhwi urmJ ■ 

Inwf,-B|BBI TpfipCWil'Tlta 

lliMD vli1i.^bw k diaM’iln CbHiu 

1 1 ■ I ■ ■■■ufaBT mil ika iBnlk^i; 

pnrto cT MiiA mm v duvr h nivKfi 
it.irziJ. li^^'Viir Mi iT mih 

pIVtn 

WC I I bi L, J Q B t» U Lki 

!■ "p li-Ail*^ iBjiq4i'F.r[ l»r 

iLi 7sil acTCTAl jrnra unr tlv|fid ?r:l- 

■ r.iBunajI Bif Bi ^AiWnBi.mbBi 

rdvd In i H'jk I od r^ll iTH^vta. ihpc 
■^ [-*■■- ■;■■ luj Ehufud iLii Tbh 

i BM a^-r^l rd fl4r > pvpv^- 

iHol ifilf tk dH 'hitih'' w-itar. -pii' 
ill, iteJ h hBEItarr^ Ibmp^bv. mJb ib 
IM 1 M rM'nTi 'nntwii'n^- 
ii) 4 a|pjEd Tw^fjirv^Mn" , cix ii tei. 

JI^^FKnJ *v». ^■n" 1 “P>. T 7 PrtJ 4 
<^1 4 A*r ;p«ii^Aii itCAK nJkTP. 4 b 
biB A wk I kr hl^iB fax K?'' 1 ^ r 
mnip^ &j Lhil 


H. 



dd^N PHOEtflX? 




buArwJ I ■- H pLi^ ■i5v:djr4 nl- 

UiiMJ JE>lL.i 4 aUi^ EBtfr 4 a^ luni;MJM>i 

hHph -^h hp^nUfa 
B£iJMc.dTlMii, :^^BHrjiA^MihJr. tr« fti3M-rii| 
(B^B- iim\ ^jki^ l}^V>'fffihl^ffV".*dL'44 f 

dirtilcdb hui^lq'itid ubA; , 
iIm*^ *i^B*»jpV » iA lB ii<VT^ jS' i|'B i ikBi tr 

93Vi.k'>14 »r m 4pr 1 1 ILi I 'FB ■ R 111- 

r^.YlA Uhr4aii4 ^Ai^nilLBd la'i^Aiad itviHiAi' Aliiifi^wtuiy 
- '■■ »^"«j|« # 4 l[a«»*J|^iBl«‘B'T/'"anJ^«" fVIl^"l' 

Tbr EOi'n^v Lj- fEitv UKij^n jQVTMi^ficEimvd 

C n A4V N kMl k«l akTiMl Mb'! Bt^i. !■ Jtal •■ffVBB I- 1 b M I ^ 

, ■ ll ■m..«nTritan<J I >ji aJindliJjxfilnrTfcn um (■(!■. 

. ki'ib^ptlldJAhjiw-i'tifted^-wi H^B-id ifA’^urilidmi- 

: V ■BllB■«:f^^>. fcf py pp"? "? iKrt* tv 

n»orA.c II &J nifk.pUwi7|B Muhuai eIC uh 1 .Mi 4^ 
ii^B'feMi.BiiidV^il^.«h^k«1%^ »pMirMpl kWr* .>. 

JbrtalnE.rivixBn.hB>.MHi>p3ji^ SfLiWtariiA 
.ilii ttl^rk AaB* IruPi.iUi Aim. Mtei -Ju bi iJA Ki 
•A tr. l"*Tr! iteF^UJime: #1 wr.c .'<ai LiJ 'bv u. 

. in^AnAilr IH.i]M:^i<bK4 LvO. . . 

. I^BibT.aoiKT nd KJvcrjd^mcnciH.Ji i^lHdiTTCl 
■ ikk la tete ika I'lte ri i'r 4 jte P H- * 

lT«i? F1K It? vf aMM l )A: > 


■'niiJ'itpnJ dc s^'aT ' rig ^ kr d-i'i Bi uu. >jr lasd 
A^Mb'llaJ bUBkri .iBijj Iril "lIT laff^ri ij j'bm ’I — iha 

jYrd n*chn'UI'!r|>a>'io‘- --V*' '-'3^ 

laBdjI^^ikf J>lM BPM lH Ail Bril IiMm “W frwMri-BBi- 

^■±#p;iA-l^ll rPTit* n!Hi“iK hr^^bm pvrnd’gi 
ArEU~ U 4 vrij>ib rvlk-Jobu#- ikkbkJ prhiMJil i 
Ikhl^piln-Udi^ ly- -ii : ■; • ■•i- 

IbAPW dl :iiiconE Am'b 

' ' S • 

’ 'br^win^nvuAiTifiB^pgHipJ ta JuRinf . 

dlB- jdiHIld .nilUlt,'.h:4i!«VEk &ritLJ *1M 

.* 1 " i f n ■{iil>JC-n^"h im rMfi r^«i 

• taB«L±^^ipdaiii'ptelkad»iL ih Sm.iited iif ii Mif|Ti i 
ri^^lihairvlri Ekks^rfO^l' .‘ 

Rj 4 Ck'flte. A MU JX EkJJ h. AATmU' 

4 dH 7 c :Eitfc>E 4 »iikwnn.«rind %□ ^LpIMCAmj '** : 

j£ikd>B«; 4 >.krtavp;*riida IMP ■fib^'.lkn 

Tte CsAjiAMMUKJ Tbi Mdd^Airir luJ ‘ 

i^ >~* hvT? "bnr nc- 4 irnkpfv:''E^ 

Uoi rlw~:^ rlA HvJ .1 dta. r 1 X- nvAd 

I l^(te«kl ■ n'h.BBM^ 'hg^BBlB 'll Bk^lBI-^Btl I I l| r 
I ?nn!<<inli'iT.. 5 YrFJifbimfKd r»TidtHj«rriipv 
[lA-llteli riri£ A’aA-l'i'jribtej^ ui^iCa^ kal^AMpVriWf 
L pbvrbrt*J.*TiLgd'^briPnU'PBfi>ip.TV!*nip‘pe 3 n''MEb^^ 
uri* diUkix : n I'U'Bi. ll Ui I uiJ MV M C 4 ri ri M I »ijr^ 


. aTBL>.‘,.nnrJ; 

. KUruni/irfd pvi' 


nil Dfnivdi-rtiilnKJtCte'ir'mii-cf^v 


Otie ftfant siieius 123 lbs. dl toud dhemicsEs a minutie Inin ttre air 


r*»v.^r^'irfH; 
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A TT'* — ns- 


iMr 


li 


CX£ 


w. 


P5“ 


ns 

; Jl 


t^iaipiaaa 

ac,ttSfeaHS3 
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I Ih^ I« Bii b llirr I iTTfl^E;^ |Hrfiil lliun 
I Im^ L"ir i'A IS- ibrn^ 
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H— ■ n " ^rr 

PPra b IHt'k 

—■-■«■>* 

■AUMf (Kj< jvawgir riir>AK Um ^ 

MjbdWtWbdl 

E liT^ cWfPulr. ibf AjYTr4j4rt*dd Cd^l* 
fa i[^ fjl 1 iWi i 1 1 ■ J fa i^al f l^fai.T 
#«h' fa Kiwn¥ mi nnCd Itaj 


ITl^ hUiL tU DMblir^C Jl [dfii J 
lh^T» Pw ■jC#^ 

r«a|JJ ua^i*. ALk^Ui Pji^ mvii^ ^ 
-" ifc— ■ ^ Ml larl^S l■1fa*l*^ 
^u/t§dfid hi hML lUa lstt'±M‘ Tv^i fau 


^rp«4i^fa^ 1 1 II I iU«d 4n«-irL^j|b 

Ihr h. r>'s f^vmJ ncKv Im 

■ mO' !i^'- HidAUh 1 ^ ii^ 4 n‘« itv 
lir3E*< fapK rf»«Q> M ^ r%i1f#l^« fjr> 

I pnrswd Mvtr^^^wni ifa'ht'^cnr* 
illilA IM, Brihrii I— iL 

rt Piir>xvf^T4f hri^Pkr.v fcl.iiqpliivtwb 

iki a^h^-J falirip I Bi fai h !■ P-I thaRrliuH 

pfa^i^llK' Kiip^. Il-«b n pj< 

Ifalij -a^ lihi«iliB|i ibp 

i bwcT i e 

■'-»■•* j " liJ<. lla- 

lF«'JN~r>‘pQPM p^amfL Md-m^vti itf 
U^l^mK lP^ pnM 

nvy* h tmoiraiui 

Itabi-I -M iW ila'd wa aPfaKl'^lBI ■ 
^nPu milKiE fHdirtn ewta nKft 


nn f^MP.TkiRAi rx^L4' npHi wi^'fji 

ifte d BfaB*, ^^-CiK -"it-- u& 

jT*rbc Pbct.M. 

LkB]* 4rQ fa^fa lltoH 

‘t dPtH JJ * II R|| l^lTElMi.- gf 'llHl Acr 
E.B lE \\m liri- V^.U _■ 

|.pajMii J E L' J. pnc Ito ii vivtiai 
i4»r lu llv favU fa 
tecJM ^ g^nnjf. hJTtrj A bcB 'm.i'^ ^ 

^kp*U lb* al^ 

TImr ^vdil ■•mMt* 

aU fa lU ^■-■*' -^-LM^ 

Ar*4 Ibfv ifEE'jr bayE^f 

fa da t W ■'. b 

4f«iNI A.W VI A* ItaMfal •«fw^ fa 

r^lLj PjEfdi lt« KV jB^ la a ■ ia«i 


FMV EMcn bvm iIm CmbbEfa b^rp 

BBfab lal U |M B aip i i ^ l.i^^d.Jt^y iLd 

Ifai- Slda TllkfaUjU El iU 

k«i r4>fij faa |v| il 

AfaC1»U1 In. 


nt pvm hi flmlE !»■; nu ei 

^ fajfa- aeL Ifa- 

Emwn mr-Arf d^Mry mnd^iwE Cri 

1^ |U^ul 

^nrlKnJotec PrcjLfaAhfhrClMk. 

r^~~^ II j.j -iii^^p— 


The s'fibii^ that weuldh't dfe: why we pay double for sugar 


^nu. Lia.r-grf4 ft! i' 




r'cciAL PiPon 


A intL! KN&WN COMPANY IS A MASTER JCT 
MILKING QDVERNNIENTS m WELMRE 


BjrDqnaldL B^rtetfanil JaraiBs B.SteBle 


H ^iiu ii^iakA DiroTiwj iwnarr,' uju iijjqjw Huwn. 

'iin rra^ of .IIhiI Tfra, m Hitf IXunWr itij m 
liWiJ"hr« hr k'^c¥■Ow^^flbwTJ 

^flifyiiL IiiIj rtJti 1l'* 

TIv Eilry jipdai^hi^ turrwri ml ha Iw LTorp. a 

3111^ ud acHAfTFUTi ^>Lh bnd^Micr' in K rffi. 

• ll.|LL|iiri dlC^LMl 

»^i»i'ABi 4 jii!ui iFirijU FMATidi LS4tl¥iiiAEUi'k-fKrdrHv4*.[’:.qu|vil IhjI had 
mcp U.1J1 4 k iuvn'a UrSi'al frTqta]f 0 ’-ir Ar-nt^ sl’Ff?dd 1 bKk' h.Hp. .‘UTvt 
lA mivTMkd hf p>-ipc Swvhjwrl ■ 4E.i nlilnp >Tiv-lr<*wrU ^ 

. c ^ i : Lj an ita. u-A-n' UP i^d fi^iTiif li’dl ptuYltf Ihh Ch* 
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This Little FiggV' 
Skipped Town 

Mti M*n If. F-xiHf4 


rnmm tkM p#ir^ ' 

Hd qnltd.iDwn'j Lwpa i^ldMj'. lATk jita^al^dy 
M Ii4i ■!■ ihr Hvfr IMIi 1^ Hivk hl«i 


oA 

^■1 >» Tvtii. In 

WP^' 

■7 I Ic* jwvIfVT. Harllts 
JX brQtMl iM-rUMi-liVU^ 
Thi. Ki PrtiAct IH^. tir. 
^ ■ai'JtiH dv< 

^ Lknr ftfn^Qfvrr^. 
£A*v4lM. Si«Jaiil 

41avr IN CQinpw rp.'Drt- 
Mid in MMri^n kMJ Mk 
Va-dl?. 'N ^nnbTfvr-kBa- 
IMHH * Ulad^ ^ 

afe FP't«'.f rr»- 


■i-rcrtriji^ hi h ...Tn^^iNkM lii n j \ 
lmm - i nv t f ^i M Ji " 

■ airtvi^fc ni ri; rriTii^'JiL'ifMafti rJnv | 
ihI^ Np^ I 

IW Y^- VOiUTri ±UE Lf U I 
ra^lMi^pf upfr4-rTMrriini*#d«n 
jita^al^d id^ead^ kA ilu afu riAMCok 
JW 

oj^fi b b'riiL d^i* Mduui I 

$a,m ■ 1|«| ih^B i 


^ PhTKT. '.J’n' ".4’ 
il>a« I H ■ M^tan-u-Ui 

»# '• !V+ n liT 

EMf/Mfln' Mri m kM iMb L 
I#«h| hfik.iHrp- ■ 

TVt iwa lufi n iiBmi 

rtH"-'' 1-^ k Wf 

rE«pu f)f ffn nifira*>NM 
■«k* Nnl imlid^Td |i 

urv«^^v*'^r>c4 pppiM^ 

Kti- 

cu rBfrt^ pnftM. Ufa-n 
h» .Ik.h^lLkkrJ ki*ki 
nOii b hilifi 1 . vuHwiuF 
<4*1.^ '*»!•¥• 

!■ KTikja^ ihK ig^ a -y. 

•Ikr kiitiNiJTiM-'L^kLvirp 
Ikf FsitniJ CffT^TTBval oft** 

llii»d. ft* * rallkn, -MUli 

I kc ikh r< U Mmu ovr lU 
IbIL.! P...J 

e il‘ Fli Hliaa ^ 

]| '^rm iiA ■■krt' |h— ■ !■ Av 

pk ■ I . t^i k a p tHp t M p cd finr 1^ ' A tl I 
al l4llkiiMU|t-ii'fM — I 

rUTa^LBi, Ard-mi'-: rw MMkWi^ 
Nnrr. krTf rp^c r^iftT^iil lucimnal 
^ UIAM riJ ydl ''nVii ui- 

n«T4Vi?'i*f^AN PHi «laK>-iJ PPmnsu 
aid M iJ PiL^n Lu. hdu . 

ifr’TW hprcavfftad tkntf rpJlMi 
■aldal^'i li di- kfiAu^ |w«.Ck« ImwIi' 
1^01 Dcd kmvv I b< rkfi Hr- HvqrA ■! a kK 


Mdui ius*pUn 


n«f krciua 


lunr 

' IN 


wf M H-|a«fli kfl Ah Ridr jJA^ikA 
BR, kurr <■ if^ fl^B I ■ Vri [> k» » i* 

iidLT haul ^ w 

rMIcr lifai PQ'hid itv |Akk. b» 
bUid iAii^nndid ■! ■■.>■■» rd* 

njTTWE'-^tikn a^itr. Ii 'biiai 
Ek^lliV tai'inJ I'u hm, ■i^piii 

aidi .U«¥Tc 4. jVtd LfPid Mliim.'^ 

MIM Hi niAi ajp BULMri^JItA li^kHi 

■ii kj L>a e4w1. ^ 

, , ■-..••-’.•-A 1^ c-^ A \ij^, 

' ridj">-i?B|rai?nAM T.Tlfl.l* 
IbiM LMPfr- 

^ ihrpap^lr^imp iNc FPji.^ 

. iThk^ mM H^awr^ Ltevf Ati 

lij fat^ar 'rpih 9f1 piAh N 
' bUIP kMfc* *d hi Lh>- LUl.' 
IppM PiiknJk. I fa44F vi 
Ihl MtLB^ tthptv h^ Aid 

pil^pcwNt nc^tp. 

A I ITi 44 rtri- lidMt PL, Th uii 
^^It^wii* * - ^ ^ W N 

RNF IPII PHIb 

TmI III pn;p i^l ^ Lf 

^MPO' cppabd j HE- uki ax. 

liar mM* 

LO^'t’w Lmsp^ bi prvik vM 
Ikj- ■BBWjid 4 BjE lk*l I, un 

|W|> ilB I ■ kH J■l^p 

H The flas Tpnl 
Uaill' 'll aN* ^wdnvifi 
pavta I u n I « d;^iy pia b aJ 

k rJf -^ a lu i l Ibm ■ I ^ 1 Hnrr m wPai pr i 

hidF^NF^n IFt.T*pp^T'irmlR.4J- 
knl ^ribi 

priTPE IF.7 pvkk*i bi inJ Eifra unrr. 

ik - r~ h-— ij— j- lyi 1 1 

•IP NaiV**fTi!^lwnJjiiMWP.Tri pi JIm- 
IMI ilUi±LJ^ ii bmU laqilpf a iBnrJM 

l.rcii •nv^m Pi ib nrF ip^rniJvcIkTi 
Li:Ky. bi ibiB-^ li:^ dl nk^i*^ 4 
ptTT^ rw I W#pm [fPrenn' 

WArK^Ug^ Ik- 1^1 "A k^ 
Fil "■r*i^PW»'Tiw™ppfi4' ¥? Cm.’ 

^Hil* S^ltiEsliIJri'^.Xlilua'ijiLlM-." 

hart hi Vh'JKirtp. fta- 
IWlTl 1 hu 9 -phrilUriV h'ii^ itiPlirVi|f 
■IT^WPV h ^1 fcr Will Ijni |j4m 
•Airda refill 4 poL 
1 ||ri *TfS FI 
Vi’nJ'j kw. lA 
Mnuiml l^iJ 1 
lliJ^HT^ 


•Ll^ h 


A leson learned: eoitiotate we^re itHlinidue] welface 


iua.mmwm rm 




59 



Aikirlhi - 

H>l. FJa !i3l ^ ! 

ll. ^SOUWl.T^p-rarpnj tmi<l a> 

h vumLfil iji ; 

Uc-^ip*rL ^-CKY -IVH ^ 4Ucr . 

lm. i u Inr^ i^im. . 

wi« a^cfiiL : 

'ful iha lAiS^ » dbLvfh ■ 

K±MtC trmrf. T^r 1 -Hnn ter. ^ 

ka J v;ii ^^UifTtl 1^ HCfaB ^li |^~ ■ 

L“^ 

tl iHRAd llbC -h-.-.S-.ii.l U : 

i^Li n«1|i'#p. I> i>'mKrtr ■» ■ 

IW ^Xb'iiW u£s%jl iuu'-^ da- • 

IM i||^ qi 4 ptif# H *^hwf II I 
iWl h>ri I^Tri UCil IIjI .kOted. h>tak / 

Fi^i DhI 49v4m. It i^'vrr.Tb nl l^r ' 

dr*ll vf* ‘A'U riv Fitupu/. FnJ^ uwA 1 
.>nl ftd-j-rwi^-nwifKK ta rr^+lT>lta i 

^ ki ‘ 

}c«tt 4 rJ> rrc» 4 »fr Ip ncmwl/. I 
iftiiff ik^ n'UkkI ' 

‘AhLTKVc^A'trKt ■ 

lW^'vriiiv£ik-rTU|^'£^ DrliYdri^ 

i ; I r".ltl li Ik I r fj I i Iti r'l li • 

ru A« UAU. Ttf.‘ ui'jj^'M:iutf d' ; 

J^lkricbn^ ^TTxn Ppvtrrif ! 

Ip "Rmu II -rf i^i iH mwc | 

t^KsiJJ SI * — A wjm siJ-iM. . 

tpjkffpjp ! 

Ik-^^-hlulUiil^f^VlMlLjUA, Kri^rL 
•4»« n wlK4{l'p"MriP^^ 

L^ u^li w^^j'ifv. TiHI Wi la IHT U . 


J^i i iai huUICb - 

49?. Pt#-mE- tKil Ak it 2t9?. Rm . 

Miil uM IFi fiiVs JUJ. 1^ Ilk IjU 

hsT. fOTfi pr^ i^^".riivl IP. CSiCTT^' 

•anvU .H A-ln^al -ijl^s LkaC -OJ- . 

•hjffi blvE '^K'VKTl J^l ^ C^l'^l^l* 
It. ■L-I.iy. i«JaU " 

Tlc^ r.[i;3ViJ]]?Try ■ \ 

rtc^Rcl! I 

ll ■ M|^ k ArtaUb-^U J. 1 M ; 

Hide rod 9?^ hw^ ifhdlM l^mM I 

MU.I. k k |ufil^ bnuboMt'ic prMkv# ; 

Lm **1^, An il b. VptfrH • 

-ntfhf-lftfaChiMUl ll ilnl^ | 

IhL' lihipA Km. iraftp* rTVP>|MjMic. ' 
I k<irr Hal iMjitf lYrlfj'tjrff iralfarf , 
Eti^ni pnnHdl i : 

ki^'krai ll ■faairi amrif^'jAiki liu- -. 

■'J b Uv In^ nvanvilF.m.iilib v*^ | 

■■ I ICiik'Bi UHUHiUlL HtfJ^lii- J 

fco'. Kiua »bil7gAiBtb iqjuilu^^w ^ 


TDE SDORECfll^^ ^ 

•iS^lb4 fa’jddud 

. 7^ SM 'I'K vip’'l rL'*.iww rf'jn.K ■. 

; ' lUu. a^kA.'iii I'rin ixjJuSf-r u 

■ Sih>:3MTL'lreri^?i^'.^^i^» IiI^I'K 

Uli'ii ^•^■■■' Il aTf ~ 

' cni"irT9>i.w«"^r*F*cy"i ll • - 

■ s ^ S' H rwMcSl* i« Ki ■ ‘ ■'•! 

^ >?.• liMb^ ■ x.- ! 

2'^' ' laconfnnjT^^-iVpJ^mi pvlji 

■; - ::^r ■ ■ k.l^^^^.j.-Lirkrfi^. . 

2 Krckt "Wrp ^mne “n 

i .’ f^kMira^d.ftld Phi Ik .- c 

= •' ifeh-Vihc-HBi^f™. . 

* . ■ ' * ■ . ■ ' 

W*.' k^i.-hMii'.Pw«’M^r>- 

±ikiUiHd.>Jli iTaEkul^tll 
- ■■pi^L.’'i •■«> 

^ '• 4M-FaT^ivrL Va>M ’ 

^ w »-'-eTrt'«+^^#in-iif. tM!»-- ’ . .' 

. ■ ‘ nink4;f£Ht'ivAi^»«nGA^^* 

i ',-r.^ 

! •;■ ' ^:': 

. :. -rta niMfaiu *ijni«rTv _ /i// 

!’[ .'. :ilMilfah'k4«AdDr.k^ • 

. ^.ImA all hlilill rillF 

' OPl umLTnr-n™™iE' :V'-iSri. 
... • qnufiiTV . ■ . ..---.^I <■-- 

- -ijLeTirfTa &rJ^lLl^MB^■:;’*;:.^i:■ 

- ■ "in' 

t >- <3^Hai#Ji^uffVDn.Ka^ 

't 2-;.;::; ''SRE-UlUWA'b^CAKrd v.-- 

L '■1 T w* m TM ik*^ 

' .v^..knNM H4l«lihijpKTJtt2:^% 

' ' Lf^I* ** .■*•*' ■ ■ ' 

i. lideMilji rwwih!l«h iii^4^^ 

F)^^T^i‘irKci*PHpiiyK 


zhkI hiivuil it jc dk' Fslbn^iii m 
m/i Ih^vq^ 

HK flU^Mir idi-Sdi' ipeDOTP- IJfC 
1^ tji'lf. lla K.!^ hlLaK^ 

4T«^Pda.'i«rtliK li I'lH'TAfr'dUfi 

. aM r| lATfi ^ Mb- -Jsik-'-. 1^ JBJbTi 
' pq^lMk^h n*# pipi ni2-n] lAlkiMUh 
irjX'Ar^ An iM 

Hwi m^44 IA4 v pK-iHE^ 

■ Cl^mu'i LIuuL rarii-J 4f 4 BifkAi lA 

bpduliLil HYCia'lf?r4i'>7 Vfp 

'J aii~L^i 4kr ^ hi L 

n# k-ir^^iwi n J immrz 

bi ■*- Ib^ bilAi N'A i^ 

N be R'lv 1^113^1^ fvi-ihriFPk rnvp.id. 

Ih^ jHiunAa H^iliHli4nah^ji.41l£. 

Ektp pia Ite^dl 

I ■ I'l Ug^ I u 1 1 1 ;£u I I a'bk-: jJ a'al- J 
mePHti.ih^'^ppaF^^i FpflrrfQi^pwpf^ 
«hiJ birwaABbai p.dlri.is.MM:^ nl^ 3 
4 t^ qm* iim •'t-ril 3u bi. h- S3i 1 tn 

Tb*, lltalin rhriTilftbT’iJ LVl^'jA-lAa 
dlrn'P#.ip h^p^U^li^ BMh IP'^^fpT' 
ikbrjlf iriU J iS-h^k Tba Rin.^ 

^ cmjEk- b n#MiE Kmi-l*+?k>p 
; nu. ilu-L^du’dA ^>^dfUburiJ 
i "fTrifl. lipijTc fun WJyiW ic- I.W iM- 
I 3aj L^ll £A.'ldWd JMUaVdAl Ek 
i •HT^c^Un P4n>f^ 

h li J--.-I pj-i.i.-i L1IC..A W.LI rt Li Jj-I 

: ^p^Kr^.'''^pi^ hrkpdvp# Iht 

I ■-■^■jj- Ihr |A( h b/rii ml llblbhL .ihM 

kd"!* Cpf.T^i iwi l-^eriJL 
i SPb ^AKLAkiK hf I Li ^blh LAA 

i Fftprt PPH^ if4*pI ^ndkp. 

I >Jli Hwiidi, tfH, hJh .Jk-ki kM 
"JkWU i-r^J+wp**P4Fi ritd^pv 
Msdi Ihl rk.aJa'BH- !iWIK pl- 

hTFI iflA 4 k' PM*! I^l- 

Qi^L-idWbcra ■.'Uxi.< a Ejfa PlbJc. 

IfpiJirciT; iTc^tTSaKTifl-lJT'^iW 
WMriiei -farry riaii'ArlkaAiTH •dll'fiCi 
df«{lp -npe^nJ *1 4;l P>da1 bi^J- 

Si<^ u^K+iv isiJ'abj. bK AJiii*iMLi_i 
pUT-p WA '•TP pi pP.i|Alrt kTPTflrMi. 
I rdJiJd tAL DHK Ei CElib dui aaJ 
I LE-Jiurr. vrcrlfti vrMi Itc rwMP^ r^+r 

• uJtJa 4* n^^AsK fpfr 

. tv^^^nsf^n^rPMPiE 

\ i^p.h vi^. iD <^WLikd kiA aUlkv* 

• UEPd tMii.ln.*i.i H 4 IP 

Hill IS i. Lkvpjral Lbl ^L* Df h buldl 
bdri.'TlRf^itfv. N 

[ITAdL Mri 7 ? FL UJiP^ liM 
urr^fcr. "Hd ft1ihiT> ^ 'ni- 

lOiLAi A':aHr iu hid^i df 4kc p4n :Lj 
m'rl^. ■ 

nitlAFkl lh» lOibrihAvi^: hn|- 

l.iE iJuil TdiR >i pmli 

I il bridilrib 4A ibk’ PNIAl 

• 'wndoJ ^ few '^tb^»r’-'daBM".i4^ 


li fojt-djaEI ^iaSil, SEL^.iS.ii.; 
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■aL bJnl 

asym. .Ird 4 cti ArM »■ 

J Ik, .Ir^ fK. In 
Dr bn. lia £w« 9 > im 

ui Br 1 *1 fi 

□unpiMfliViJL lt< 

1 ^ J I ii^ I hm nvJn h an 

pMJ I bJ ' niii luv ' 

4 rWi. id* ^ M 

ip«f LvbM ib .1 tlj» 

■p»'. 1^'' ^ 

bikJ a it»#vMr 4 df bn^ 

ifa* 

Pcnfvicfi rii 
'U|B I larw Ivp 

hj).^ lull h. 

lav: j iW ■! fcr rT"d. ' 
jinJ iM»drK« bti b Au 
»• W<<tM ^>*1 

iilfcl iM. 4 ( IrfivlM 

k? 

^khtaiUr 

*^^rJ Hml LIt hTT. 
ilirsKi M otifwbwr 
4 «r 'i^'lAii^. ^sr 

iA ipii^ji:, gh^!Pi^^ijad 4 i ; 2 l.ti 1 | 

ifcvmki-iHiW^Uirlv- | 
imkM. li il dlk>?^.i!MaiL I 

dnlk-wllfubW m 
feujrk h'frf inl ttb i |i ili. 
rr* All fW cwwu jra 

^kaJ ‘J^ mJ; mir ■ 

■«Ljr«i|c Ike Itiu| 

■ Mil lifajli^i ka^^anvll 

nV^liltb l^'jtTi'ikiil- ^ 

^ ■l■lrrikl ^ 

bre n kia>di>l 4 aT 

'horOui^. ^ 

kiJ Ik* i«l i»«'H !■* 
to Jliwll y.» watM. u- a 
4 »*t p.,- 

kUL fTMi POUAX tu aad Etw 
I I Ii j ii ri ii 1 ^ b- k|i*Hn ESvS 

AKlbqteftii: 

CAi. TrtAd Ok th MuUr i ^ 
•AluiibUI* 

r. ^ r K. 199 ^ r 1 1 ,j 

t 4 Qani jr li'. Ii nUApd uofa 
tana'i^Mpjh ItSfnife^ifcr- 
U| iwaJI'' 

W-lWfc ^ 

'CiJii.tf^^pM ta *^Ui^ 
Mtab Im^l *' 

TWUiaI bta bai'WT^Vic^U-r I 
Tti’ ■nr- .tk-. “U''i nMfikd or 

■4U kx-rvi. vtrni ^ Aike 1 

Idli^ jA, I ■ *■-' aarllai 


' ^ar kHvt bV Pivirii 

lilMa ikm fdli atei liiiaiil 

I VT*B lA ^ mi I rp e<q n 
|aka . . . LUi BihBliJa I ij4 1 

Vm H Ib^ *wrfi.-J ^vnurcr 
; kiJHIku.'iiMb. I!‘'lM<J I^ J* 
ki niMii u Ij- bl [y 

^M*-! iL;Y-ri.id.~ 

ITt d s 7 u BEb- Lbc mi . 

lU VUbj l-^jil Bi I VI 

¥imJ Akiwr. nkU' i¥jai 

-iirt I fium I.B^mB^dl 

nb«M Intf Aid d -Cnbnftl 
"Lm biv.-Ura l^rlu^C K- 
rM 3 i 4 «Mi 4 i?r«VMir." ari 
UCe. " lU I W I MIW 

•KTUMBl^ 'a I ^ T IK r UfF. 

vmJ •^‘ v m mw.rt .kal rial ^ 
.kci. flia Ti^2Ai a Md 
l*vvB|ia Lbr.- Lfvrwi 

rai-plad-^i ^411= ~ 

«• »^T ih- 

yiiriTiirr plwn iMl bmc 

^ rtBadliMi (rnnlfiJ l|fp 
EZfpfinM n^M 

In- ik- ■pn* 

iWj. dbi!i irTryi^ ISwd u 
'T'-rp?w-p>-rT;^H ¥n>n l^’^v 
A ^r i ii^iT j - ir i T ii 

Ji Ci^rftUL ki Jk^l 

U «1 J4Hrttaai Mri^iln ikd 
^AT^Ft^-frliw. y* rro- 
piii^i jMrkb^i r rii ill- ■■!• 
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HVE WAYS OUT 
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WaJARE MESS-BUT WHO GOES FIRST? 
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Exposing tlie Folly of Corporate Welfare 
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United StsFtes 
^Ameriot 


Congressional teord 

PROCEEDINGS AND DEBATES OB THE CONGRESS, FIRST SESSION 


SepUfmJber S, 1969 


CONGIiSSSMEM tJBGE OJ^N ’HIIAL 

IN SMOG CONTEtOL ANTITRUST’ 

CASE 

<Mr. BROWN of California asked and 
was glrea penolsston fio address the ' 
House for 1 minute, to revise and extend 
Ids remarks and hnclude ^tmieo'us 
tnatter.) 

Mr. BROWN of CaIif«Mrma. Mr. 
Speaker, it ts futile to try to compromise 
the quality of our environment, ■yet, 
that is. just what will happen if toe .lus- 
ti<« D^artment is pressured into allow- 
a cansent ^oree to be issued in the 
psidir^ antitrust suit against autoouK 
tmtoufaeturex^ v?ho are charged 
^th eottspirlng to pmwnt speedy devel- 
opment and Sr^t^adon of anUsmog 
devices. 

Today, I have joined with 18 of my col- 
leagues in the House in sending to Attor- 
ney General Mltchell-a letter requesting 
that an open trial be held in this vital 
case. Pretrial discussions have been 
-uctderaay for soms time, and it is pos-> 
^le a decMon on ttoether to hold a 
trial or ^ to decree might be made any 
no-w, 

Znt^ise loi^yhig bting applied by toe 
Washlngtcm oouxis^ for the Automobile 
Manufacturers Assodation. — AMA Is one 
of the defendants along vdth the tour 
major car makers — aims to have toe 
Justice Department a^ee to a nolo con- 
tendere plea, and then have the Oepart- 
meuft put out s consent decree. Such a 
eonseat Judgment admits no liability for 
the alleged charges, and go it becomes 
hothhig more than a sUghc tap on the 
wrist for the manufactorers. 

We believe this case Is one of the most 
vital suits ever instituted by the Justice 
Department, and we see it representing a 
major formid st^ in the campaign for 
^SKtive sir pollution abatement- It must 
not be nuBMed or circumvented. 

Mr. Speater. at this point. X would 
hke to msert into the Rectos c<H>ies of 
the letters—my initial letter sent last 
week, and the letter signed by my 18 
colleagues — which were sent to the Jus- 
tice Department: 

Hocraa or KsxfiBssNXitttviis, 
W-osMnyhm, D.O.,Aiifpi»t ZS^iSSS, 
Eos. Joa» K. MiTPCBaiti, 

Atte^itey General of iAe Vaittd States, 
Washington. 1>.0. 

DBAS aoa. Attoskst OeanssKL: Over the 
last years. Southern California resl- 

deats have boea aubjedeci to evcT'increas- 
ing amounts of air pollutants at a rate wkiKCi 
seriously threatess both human health* and 
the complete delicate eeol<^ of the area. 
Although vigorous efforts hy state, local and 
Federal oSBclaXs have succeeded lA reduc- 
ing many ot the maloc polhitlug factoya, s 
prime cause of tols air poiluttou continues 
. to be motor vehicle exhaust emisslotss. 

As the problem grew more daogezous, 
numerous govermneii't officials at all levels 
pressed automobile maBulacturers to de- 
velop and produce effective anti-smog en-. 
glnes mid control devices, But, generally, 
response from manufacturers has been dls- 
appoinUr*. 3a. a letter to President John- 
son, lAs Angeles County SupervlBor Ken- 
nem K&ha noted In 1685 that “Wow, after 
twelve years of correspondence . . . Z' have 
found out that you cannot 'cooperate’ or u-^ 
them ‘voluntarily’ to <so the job." 

The Justice Department’s anU-trust suit 
sow pending s^nst the manufacturers 
and. the Autcmoblla Manufacturers Associa- 
tion vepresaate a crucial forward step In the 
drive for effective air pollution' abatement. 
The cost to the American publio — in terms 
of lU health end environmental damage- 
resulting frmn the alleged ccaiualon has been 
huge. 

It Is my understanding that pre-trial 
n^otlaaons arc now undcrafay bertween 


Justice Departzneni and Che defendants, and 
that chances are good that a oiKwent judg- 
ment m&y be reuurhed in this case and that 
there would tiwn be no open trial. 

Z believe that the overricOBg significance 
of this case makes it Impeiativo that an 
^en trtoi be held, and X urge you to push 
for such a Crist, mae alleged actions of the 
defendants are — true — repirebensiblc, and 
full and nomplete pubUo knowledge of them 
should be brought before the public. I do 
not feet that tha publln interest is served 
In thte ease by closed-door negottatione. 

X am also worried that a plea of nolo con- 
tendere and a consent judgment would 
leave many mutdctpotitlm and otiier govera.- 
ment rmlts wbo are closrdy foHowlog this 
case wltiiout suiffetent legal grounde to in- 
stitute damage suite. 

In addition, the case offers the oppor- 
tunity to rule on some important prece- 
dents. The qnesttoa of joint tesponsee by a 
manufacturers asaeoiation plays a key rtde 
in this case, and the Justice Department's 
prayer Is potentially a landmark position. 
Another area la that of product fixing to 
limit competition. Mid z would hope that 
tho full force oS the law ts brought to bear 
bi order to deter this sort of coliusloB, 

I fully believe that this case may be one 
of the most vital suits ever instituted by 
the Justice Department, and again I urge you 
to do all you can to hold an open trial. 

Sincerely. 

Geonoe e. Bxoww. Jt.. 

Af em-ser of c'onjrrcAs. 

House OW ZUVKESBHTATIVBS. 

WaaMngton, D.O., September Z, iSSa. 
Hem. John K.MtTcnBi:.i„ 

Department of fastiee, 

Tl^ash-iityfoR, QjO. 

DBAS Ma. Mrchell; We are wylilDg to In- 
dlcace our ooncem over tho persistent and 
disquieting reporta that the Department of 
Justice is about to oomprooUee one of the 
moet important antitrust osaes effecting the 
health SS4 welfare of the AmertosA pe^le. 
We ere swore of toe closed-door negotiations 
now takine itiace between toe autoanoblle in- 
dustry’s lobbyists and toe Departsnent, nego- 
tiations which may lead to a eoMent decree 
In the Departtneot^s ease egainet tha Auto- 
mobile Monutacturere Assortatlon (AMA), 
General Motore, Ford, Chrysler end Amozlcan 
Motoxs. 

asxiter this year, your predecesson in the 
Department rodsted extraordinary industry 
ptewBurve and filed a otvll comiHaiat ogalnat 
toe dMecdonts — (although the Do^tsnent 
did decline to ask for a ertmlnal ladiotineat, 
as its investigating attorney bad requested). 
The ccanpl^nt aliegea gweraUy tost the au- 
tomobile companies, cq>etating under toe su- 
Bplcce of toe AACA. Joined together, through 
toe devloe of a croaa-llceoaing egreement — 
to suppress reseeroh. develofunent and appli- 
cation ci poaatlmi centred devtcee. The more 
important allegations charge that toe ctxn.- 
parties agreed to pursue research, develop- 
ment, manufacture and instaliatloo of p<fi- 
intioB control devices on. a non-competitive 
basis, toat they agreed to seek joint t^tpralsai 
of patents submitted by persozu not a party 
to the (Toee-Ucensing agreemmxt, and that 
they agreed on at least three occastona — In 
1961, 1983, and 1064 — to attempt to delay in- 
stallation of motor vehicle air pollution con- 
trol equipment. 

These allegations, if proved true, mean 
that the defendants bear re^xuisl&Uity tor a 
great share of the Injury to bumoA heaJtH 
and the many mlUtoBB of dollars in eeoximnic 
injury r^ulting from autcmxobUe pc£lu.tlon. 
If these charges are true, the American peo- 
ple have a rt^t to be funy intonned of this 
outrageous corporate callousness by a full 
and open trial of toe Issues Involved. T6« 
fesr, however, that tlie American pe<^le will 
be dented their right to know toe full story. 
We fear that toe entire incident will be cov- 
ered over trf a l^sl deal arranged between 
the Department and the AMA's Washington 
counsel. 

The reprosentotions made to your Depart- 
ment by this law fimi do not tsotude, we me 
sure, toe fallowing toformatton; 

That the auUmiobUe le responsible for 
dumping more than 90 nllUon tons of pollu- 
tants Into tbe atmosphere each, yettf, more 
than twice ss much sa any other single 
poUutor. 

That toe autosK^^ accounts tor 91% eff 
all carbon mcnoeSde. 83% ot toe uzihumed 
hydrocorbonnand 4S% fd oxides ot nitro- 
gen emitted fromaS souB^a. 


That doctors, in a single year, advised 10 .- 
060 pec^le to move away from IjDs Angeles 
because of the bmtsifal eSecte ot air pollu- 
tion. (AutemiobJie pollution represents 
of toe contaminants emitted into toe am- 
bient air of £os Angeles daily) . 

That air p<dlutiGn — ctf wbito motor vehi- 
cles account for approximately 60 % na-Uraa- 
ally— -contains serious toxic substaacea as- 
sociated wito highti* rates of illness and mor- 
tality from emphysema, tang cancer, ohronlo 
bronehlMa ami heart lileeeses . 

Professor Barry Commoner, leading au- 
tootity on pollution, said just last week: 

"OSBse tbe a'rtomobile is at 

tbe factory and trsnsfonsed, it tiios reveals 
itself «s an agmit whicb haa rendered urban 
air carcinogenic, burdened human bodies 
with nearly toxio levels of carbon monoxide 
and lead, embedded pathogenic p&vticlea of 
asbeatoe ixf human lunis. and contributed 
slgntfioentiy to toe pollution ot surtace wa- 
ters.'* 

Tbe time rsmainlng f<x ua to return our 
environment to a livable state ts short, and. 
U toe aUegsttons eemtained tn the Depart- 
ment’s oou^rUint are proved, true, the auto- 
mobile companies have deliberately and cyni- 
cally wasted fifteen pretious ;^>ars. ’lyie Los 
Angeloa County Board of Supervisors has 
charged that if the automobile companies 
had alneerely devoted their energies to the 
air poUuUon problem In CaJifomla diutng 
toe yearn 1958-1966, “air pollution from auto- 
mobiles would have ceased to be a prttitism 
by 1986 . . 

IX toe defendant in this case ore indeed 
culpable, a oonseitt decree of almcet any kind 
would undermine toe penalties of toe anti- 
trust laws deelgned to deter future adven- 
tures into collusion. ThR« would be no ptto- 
He ackaowledgement by a publlc-relatiem 
cmsoioits Industry of Its responslblHty for 
toe appallingly slow progrews In Mr pollu- 
tion control. Furthermore, a consent deorae 
would raise fonnldabie barriers to toe many 
treble damage suits which could be founded 
on an open trial snd fun public record oS Iho 
defendants' oottvltics. 

Many masloipahties are doiuily following 
this COSO With a View toward bringing follow- 
up tkctiona for pollution damage to health, 
p.-operty and local ecohocoies, much in the 
same way that states aud mu&lelpaliUes 
brought follow-up suits is the iAbrarg Book 
Cases. Then also, there are a sdt&taer «C b-osi- 
neaRmen who invested large sums in poUv- 
tAon-ccatrol eeseoroh, many <ff etoom claim 
that they were Injured by the AMA agree- 
ment. rurtheemote, it is cwaoeivali^e that this 
would open up a new ar-« tor doss actions 
to be brought on behalf of toousands of peo- 
ple. But a oensent decree might mesa that 
the toaiisands of pages of evldeoce — ool- 
lectod by federal investigators over the course 
of a two-year study at a coat ot many thou- 
sands of doUara— woxfid be left to ccrilect dust 
In the Dejpartanent’s flies, forever lost to pri- 
vate litigants. Thie, of course, is what the 
auto industry wonts. We hope toat toe De- 
partmeut does uot becrote on accomplice in 
the industsy's attempt to avoid rediesting 
toe Injuries which it ms^ have caused. 

to addition, a consent <&!oiree would moan, 
toat the Department is surrondeilng a unique 
opportunity la a particularly strong case to 
have toe courts rule on Importont landmark 
legal questions. For one, tbe Department’s 
complaint requests that tbe AMA be re- 
strained from makmg joint raspenaes to gov- 
ernment regulatory agenctss with mgard to 
IrtCormation conc^niug sir pollution uonlroi 
tetonology. Should toe Department prevail 
on this qu^tSon la court, tt would do much 
to make public aas diversity of opinion 
which may exist among automobile manu- 
facturers in tbe field of air pollution con- 
trol. In addition, the Department would have 
a new weapon in its arsenal to loosen tbu 
death-grip whfeb many trode aseoclations 
hold over -weaker membero. Secondly, there 
le the important issue of ‘■'prodiict flKlns”, 
toe Joining together of memufacturera to 
limit cmapeti-tion £cs product quall^. until 
recently, toe main thrust of ontitiust low en- 
foroement bus generally been hmlted to price 
fixing and a ruling on product fixing might 
deter a practice which all too common in 
many American industries. 

Zf the defendants have broken the anti- 
trust laws, and are responsible for the ad- 
verse health and economic effects cef auto- 
motive pcdtatlcm^ -then tbey must be pre- 
pared to liave toa Isw spiled with Its full 
foTOO. The Admlntetration prom^cd bo see 
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that tile rlgbte or victims woulil £>e pro- 
tected along with tHe rights of law-violators. 
In this sUuasioB.. an open pxihllc trial would 
help enow that this Adzainishttcion conetdeni 
corporate lawlessness on no dlfTereat footing 
than any other vlolatSoii of law. 

Sincerely. 

John a. BhATHm,— G bobc* BnowiM, PMti.-. 
iip Boston, Bhtbut CHiaNor-Mt, John 
C owTcas, Jf,, Bob Eckhabst. Dow Rd- 
-A'Atems, LxoNasv PAaanrxiw, X>on*i.b 
Frabzb. Andktw Jacobs, Josxph KAaTH. 
EnwABO Koch. Allabo LowTerfenem, 
RicM;Ulo OrrxNOBB. Bhitimh Pcosti,, 
B*N JAMIN aOSSKTHAl.. SOW ABO BOTBAt,. 
F.OBintT TOSINAN, CKASUES WnAON. 

Next, and becaiise It 1b such an im- 
portant suit, 1 shall insert a copy of the 
Justice Department's complaint against 
the manufacturers: 

|U,8, District Court, Central District of 
California. Civil No. 6&-75-JWO. Piled 
January 10, 1889} 

VNtrxa Staiw or Ambric.*. PLAi>rrt»r, e. 
AtTTOyCOBlIJ! MAITTTTACTCmSaa A.SS<JCl*nOM, 

Inc ; Osnebal Mototo CoaeoRATioH; Ford 
MoToa CoMWANV: CHa-rst.»B Go»eoR.anoH; 
AND .AMSRICAK MOTOBS C0iU»0»ATK3». Oz- 
mVOANTS 

COMVtAIWT 

The Plaited States of Anaarlca. plaintlSf. by 
Its attomeyA acting ii&cter Uae direcUos of 
the Attorney Oeueral ot the United States, 
brings this cim accioa agalosli the defendants 
named herein, and -complCLlm and alleges as 
follows ; 


Jurl.tdlRlfon and oenue 

1. This coarsplalnt Is filed and these pro- 
ceedings sj-B irjsHtuted under Section 4 of 
the Act of Conjpws of July S. 1890. as 
smended. (i» U.a.C. i4>. eommonly known 
as tbe Sherman Act. in order to prevent atad 
restrain oontinuing violation by the deJend- 
ante, as heretnaftar alUeed. of Section 3 ot 
the Sherman Act. 

2. £acb of the oorporste defendants named 
herein transects business and is found with- 
in the Central District «t CaUfemla. 

a 

Dg/endanta 

3. Autoensbile Maavfacturars Aasoelstloia. 
Inc., a corporation oi^anlncd ant) existing 
under tbe laws of the State or Hew Torfc 
with It4 principal place of business In De- 
troit, Michigan, U made a defendant herein. 
Automobile MaaufSotuiora Association. Inc., 
la » trade SHOclatioa whose zaetnberehip 
otHulste XAstnly of firms engaged in the busi- 
ness of manufacturing and seUing motor 
vehicles and oomponeat parts and accessaries 
tbsiotola various states of tba United States. 

4. The Oorporatloss named below are made 
dslendnats herelii. Bach of said eorpora- 
tlnns Is organized and exists under the laws 
of Uw State Indicated sad has its principal 
place of busUieM in thecity ludicated. 'Wtth- 
ka tb* period of time coveted by this com- 
plaint mtcl dsf«n(tants have primarily en- 
gaged m the business of manufacturing and 
eelllng motor vahteles in various states of 
tha United States, and also manufacture 
and sell enmponeat parts and accessories 
thereto. 

SefesdEwet oorporatlon. Oeneral Motors 
CorporMlon; State of ineoTponetlon. Xiela- 
ware; principal place of bueiness. Detroit. 
Michigan. 

Defendant corporatlco, Pord Motor Com- 
pany; State of iQcorporaUos. Delaware; prin- 
cipal place of buslneas. Z>earl>onx, Michigan. 

Defendant corporation. Chrysler Corpora- 
tion; State oi Incorporation, Delaware; prin- 
cipal pisce of bu^neas, Bighland Bark, Mirhi- 
Sgan. 

t^fendant corporatioQ, American Motors 
CurporaCiau; State of incorporation. Mary- 
land; principal place of buBlneBS. Detroit, 

Michigan. 

5. Whenever ia this ocHupissst reference is 
m*de to any act. deed or tranaactlon of a 
oojyrcowte dsfondant. suda aUegatloc ahaii be 
deemed to mean that said oorpuretioii «n- 
g^ed in said aot, deed or trs.usaotlon by or 
through Its ■-‘dicers, directors, agents oc em- 
ployeee while they were actively engaged In 
the tnanagoroent. dlrectl<m or control of oor- 
pewate biiuinsas »Smts. 

Co’conjipiratort 

6. Baoh of the ocg y jratloim hated below in 
tb.» pcuagmpb is nc4 named a defendMijt 
herein bu£ ta named ae a co-eociso'lvut^^ luu! 
has partitapated as a co-oonspirator with the 
defendaate in tbe offenae hereinafter charged 
and has perferzned acca and made sta&eBcen ta 
Ui furtherance thereof. 

CoriKirataou. CBecker Motor Corporation 
(SMcoeesor to Checker Cab Manufacturliig 
Cerpofutioo); Btate of mcorpomUon, New 
J-v-sey; pitncdpal place of business, Kalama- 
zoo. Mlchlgao. 

Oorpcratlon, Diamond T Motor Car Com- 
pacy; State of lacorpcawtlon, Dllnola; prlncl- 
pai place of busloeae. Cleveland. Ohio. 

CoTpoFoXioa. Iaten»tional Harvests- Com- 
ptuiiy 'a consolidation of tnternatiomi Har- 


vester CoERpAoy. a New Josej Coiporatlou. 
and Xatematfcsiai Barvestw; Corporation, a 
Delaware OarporatfcXL): Stale of Incorpora- 
tion., Delaware, ywlnctpai place «lf busluasB, 
Chloago. □llaote. 

ODrpeuwtk>n.StUd^M.k8r Corporaticm <8uc- 
ceseor to Studeboker-RaiAani Oorporatlon ) ; 
Stats of Incorpomthm, bCohlgan, prtnclp^ 
plsos c>f huBlnees, South Bend. Indiana. 

CorpoiatlMi. White Motor Coiporation 
(AUonARsor to Tbe White Motor Clompany); 
State Of iBcorpnatten. Ohio; principal place 
of b'aalnaee. Clevetend. <%io. 

Corporatloni, Katser Jeep Corporation (suc- 
oeesor WiUye Motors, Drc-, a Pennsylvania 
GoiporatloBlr ^ate of tnoocporhttou, Ne- 
vada; piMiicIpel piaee of buslseeB, Oakland. 
CalUornu. 

Uorpoiwtion. Mack T^ucita, me. (succeeaor 
to Mack Vtanufacturing Corporation); State 
of IncorpoTAtion. Hew Tork; principal place 
of hualnesa. New York. 

7, Various other penaona. firms and oorpora- 
tions not made defendants heret-n have p&r- 
tlolpated aa coeons^ratore -with the defe.'id- 
ants in the oHcDse obarged ia ibis complaint 
and have performed acta and made etate- 
mente In furtherance Uiereof. 


De/Inf ffon 

S. As used herein, uie term “mocor vehicle 
air poliuGlon cemtroi equipment" niMna 
squl^ent. tut any Dart thereto, designed 
for instatlattou on a motor vehicle or any 
system or engine modiQcati<ai on a motor 
vehicle which M rieeigned to cause a reduc- 
tion Of poDutMQtB emitted from the vehicle, 
inctudtns but -not limited Go. any device for 
the control of emissions of pcgliitaats fiom 

the eichauet syetM-n. tbe crenkoase, the car- 
buretor. CT the fuel tank. 


Trade eiwf. corjorerce 

9. AuUsnoblles for the moat part are manu- 
faft'ured m Uw State of Michigan and are 
shipped Uterefrom to each of the fifty states 
of the united states. Some automobiles are 
assembled in various states of the United 
States fram parte manufsetured In the Btste 
of Michigan and other states, to 19&9. 78.- 
318,000 passenger care and 1$, 884,000 trucks 
nnd bu&M. exduaiveof olT-the-roed vMldes. 
were retgltte-red In the United States. In Chat 
year, 6,604.719 paeeuxgcr oars valued at more 
than 4171^ blUlon and 1,791.667 oomrcercial 
vehlcSea valued aS more thaA 83.9 billion were 
produced in Uils country. Of the trucks pro- 
duced. 96.6S0 were buUt with dieeel motors. 

10. Tbe largest Aumbar ot passengm' rare 
regtstet-ed and new oars eold la any atate of 
the United Stncee In 1908 was in the State ot 
Californis where 7,021.792 cam were regis- 
tered and «aa.liau new wv^s sold. iTis iar^st 
number cf pnseer.gar cars, registered in any 
oouaty ot any state In the United States In 
E988 was In boe Angelea County where 
3,939.980 dare were re^alered. Similarly. In 
1988 Oalifomla accounted for the lameat 
number of U-uck teglalratlons ai'd :iew truck 
saieA with 1.943.984 trucks registered and 
160.927 new trucks sold, and l«a Angeles 
County accounted for the largtet number of 
erucks regisUred. numbering 438.318. 

11. Since at least 1»63 it has be«o estsb- 
llAhed that motels' vehicles contribute to air 
pollution by the emiMicm ot hydrocarbons, 
carbon raoi>ovi4e. cedes ot nitrogen end 
other contamlnenta For example, in hoe 
Angeles Oouniy. as of January 1967 gaso- 
line-powered motor vehicles accounted for 
13,488 toots out of a aotal ot 14,810 tous, eg 
85.3 peroent of cxinttunlnants emitted iato 
the ambient air daily. As a result of ng/v and 
ccAQouing requirements that autoniotive vd'- 
hides be equipped with air pollution contrd 
devices, a large and grcnvlng market for the 
production and iostallatjon of such devlcee 
has developed. Motor vehicle atr pollutiun 
control devices are shipped In Interstate oom- 
ntcroe either as engine or sysietn modifica- 
tions or as equipment attached U> auto- 
BH^len. whteb are shiiqiea from Michigan, 
and oUier states to each of the fifty states of 
the Uuted States. 

Otfenre aliened 

13- Beginning at leawt as early as 1953. and 
OOR Itntiliig xbereafler up to ana tnclndlng 
the date of this coraptalnt. the defendents 
and co-oMisplrators have been engaged in » 
ooinMnatUNi and oonepiracy In uiireaeonabls 
restmint of the aloresaid inCeiwtate tmde 
and. oommerce la motor vehicle air poUutloo 
control equipment la violatioa of Secuoo 1 
of the Skermaa Hat (ifi IT 3 .C. | i). 

la. Tne ajoiesaid ccxzdrtnsbticm and con- 
spiracy has consisted of a oontinulng agree- 
ment. undereta&dtng, and concert of action 
am'iivg the defMtdA'tta sod eo-consplravwe. 
tbe sutwtantlal terms of whk-J: have been 

(a) to eliminate all rompetltlon among 
r.hrimeelTes >n *Jw rar s ar vh. <iewio}»n«nt, 
manufacture sad InsMiation of motor ve- 
hicle air pollution oontrei equipment; and 

<b> C«> eliminate competition lb the pur- 
chase ot petente and patent right# from 
other parties voverteg motor vehicle air pol- 
lution coBtroi equipiBaiit. 

14’ the purpose of fcwmlng and ef- 


fectuating the aforesaid combination, sad 
conspiracy, the defendabts and cO'Oonsplra- 
toia did those things which they cmBbln-ed 
arid conspired to do. irkcludlrrg, among otlier 
things, the foUowlQg; 

(a) agreed that sli induBtry eSerts dl- 
rected bA the rasearcb, deveiopment. man-u- 
facture and Installation of motor velilcle olr 
pollution control equipment should be un- 
dertaken OTi-a aon-competltive baela; 

ebj agreed to sse-fe Joint, appraisal of pat- 
ents and pat^t rlgftl* submitted to any of 
them by pereons not partlee -to a croe«-lt- 
cenaing agreement entered Into on Jtily I, 
3955, and amended and renewed perfixllcally, 
and to require "iiioet-favmred-purohasei"' 
treatment of all parties to the ercxw-UcenA- 
Ing agreement If any one were licensed; by a 
peawon not a party to that agreement; 

{Cl agreed to Install mo'toe vehicle air pol- 
lution control equipment only upon a unl- 
form date determined by agreement, and 
siibsequenil-y agreed on at least three sepa- 
rate occasions to attempt to delay the In- 
stallation of motor vehicle air pollution 

control equipment: 

(tj in 1961 the defendants agreed among 
themselve# to delay Inethllatloii -of "poil-tlve 
crankcase ventilation" on vehicles for atda 
outside of California until the model year 
1983. despite the fact tixat this sntlpcliutlon 
device could have been Installed nationally 
for the model year 1982 end that nt least 
some automobile manufacturers expressed 
willingness to do so, in the absence af n 
contrary Industry-wide agreement, 

(2) In Ute 1853 and extending Into 1963, 
the defendants agreed among themselves to 
delay Installation of an improvement to the 
positive crankcase ventilation device, on Im- 
provement which the California Motor Ve- 
hicle Pollution Control Board had Indicated 
It would make mancHtory; 

(S; In early 1984 the defendants agreed 
among themsslves to attempt to {(e;ay the 
introductlea ot new exhaust pollutlcn con- 
trol measures on motor vehicles sold in Oaii- 
tornla until the model year 1987: despite the 
fact that, all were capable of Installing the 
Improvement for the model year 1066, the 
defendants agreed to tell Oattfornla regula- 
tory offictalB that installation of exhaust 
antIpolluticR msasuree woald be teehnologl- 
cally Impossible before 1987, and only under 
reg-.iiatoiry pressure made po^bls by sompet- 
\ng device manufaeturen not m the auto- 
mobile tnetuetry did the defendante agree to 
a California regulatory requirement that ex- 
haust devteea be Installed for tba model year 
1986; MBd 

(d) agreed tonebrlert publicity relating bo 
resserch and development efforte ooneernlng 
the motor vehicle air pcdlutloc problem. 

SffocU 

IS. The aforesaid oomblnatlcn and eon- 
splraoy has bad. among otbsca, U>* foUow- 
Lng eSects: 

ia). hindering aua delaying ttw reeMiotia 
develhpmvnt. and manufacture — both by th* 
defertaaiiU) and eoconapiratora aiul by othei* 
not pori.lee to the agreementa alleged here- 
I n — and the Installation oJ motor vehicle 
air poUuttoa cootrol equIpoEient: 

(b) reetrlqting and suppreealog oompetst- 
tion among tbe dctvndaate und oo 'Csoneplre- 
tors in the rtrsenrob. deveiopmacit, manufae- 
ture and installadoii of motor whwle air 
pollution control equlpmoot; and 

< 0 } restrlotiag and supyreeslng competi- 
tion to the p-iifchnee patents and paten*; 
rights coveflng motor vehicle elr poJiuttoa 
vODtrol eqvipmoiit 

Preycr 

Wherefore, the plaintiff prays; 

1. That the flours adjud^ and decree thst 
the defendants have engaged in a combina- 
tion and conspiracy, in unreaeonabl© re- 
straint of the aforesaid interstate trade and 
commerce, in violation of Becti.jn i of the 
Sherman Act, 

2. That each of the aefendante named In 
this Qomplaiat, its succeiaora. assignees end 
transferees, end the respecUva ofacers, direc- 
tors, agenu and employees thereof, aitd aU 
persons acting or claiming to act on behalf 
thereof ; 

(a) be enje^ned from c<Mitl!njltig. main- 
taining or renewing, dlrecay or irdlrocay. 
the ooRjblnaUon or conspiracy herttobefor* 
alleged, or from engaging in anyotner prac- 
ttoe. plan, program, or device having a alml' 
lar »Qeot: 

<b} be enjoined from entwtng into any 
agreeaiftota. arrangeHnente, uuderatoidlaga, 
plan or program with any other person, part- 
nership, or corporaSlon, directly Of indirectly: 

( 1 ) to delay Inetallatioa air poHuKoit 
ciaitro! equipment or c-therwiae restrain In- 
dividual dedsloDs as to Instalia'Hcm dates; 

<3) to restriof, Indnidiaal publicaty of re- 
8Har<m and development relating to air i>oliu- 
tloa control technology; 

(3) 50 roqulre Joint assessment erf the 
value of patonta or patent right# relating to 
air pollution eonfcrol equipment; 

S4> to require that acquisition of palont 
rights relating to sir pcIluUon toehnoiogy be 
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conditioned upon avnilalMUtj ot such rights 
to others up^ a most-favored-purchaser 
basi^ or 

(6) to respond Jointly to requests by gov- 
ernment regulatory agencies for tnl^rmatlon 
or proposals concerning air pollution contxol 
technology unless such agency requrats a 
joint response in a particular case; and 

(c) be required to Issue to any applicant 
Interested In developing motor vehicle air 
pollution technology imrestrlcted, royalty- 
free licenses and production know-how un- 
der all United States patents owned, ccm- 
trolled or applied for to which the cross-li- 
censing agreement dated July 1. 1955, as 
amended, has been applicable, and to make 
available to any such applicant all oth^ 
know-how related to air pollution control 
technology which has been exchanged with 
any other defendant. 

3. That the plaintiff have such other, fur- 
ther and different relief as the nature of the 
case may require and the Court may deem 
just and proper In the premises, including 
cancellation of the cross-licensing ^;ieement 
dated July 1, 195S, as amended, and an in- 
junction ensuring that all future joint ar- 
rangements Ftiating to air pollution contnd 
technology be appropriately limited as to 
subject matter of joint effort and numbers 
of participants so as to maintain competi- 
tion In the development of air pollution 
technology. 

4. That the plaintiff recover the costs of 
this suit. 

Dated; 

Bamsbt Clabk, 

Attorney General. 

Eowitr u. ZDiuauAN, 

Asaietant Attorney General. 

Baodu J. Rashid, i 
Attorney, Department of Justice. 

Wm. Matthew Bvrnk, Jr., 

V.S. Attorney. 

Raymond W. Philipps, 

Charles L. MARiNACtao, 
Attorneys, Department of Justice. 

A few weeks after the suit was filed, 
Morton Mintz of the Washington Post 
wrote this interesting background st^^ 
about the early history of the case: 

(From the Washington Post, Jan. 86, 1969] 

Smoc FioHna Inspired Auto Industry 
Lawsuit 

(By Morton Mlnta) 

More than four years ago, an angry munic- 
ipal official made a speech In Houston. Little 
noticed at the time, the speech was the 
genesis ot the Justice Department's civil 
antitrust suit field tnis month charging that 
the four major U.9. auto manufacturen and 
tbslz trade association conspired to delay 
development and Installation of devices to 
curb automotive air pollution. ' 

The public official was S. Smith Oriswold. 
then air pollution control officer of Lae An- 
geles County. For a decade, he had fought 
to control the sources of smog. All ot these 
sources but one were brought under control 
or significantly checked. The eicepUon was 
by far the most Important source: the ubi- 
quitous automobile. 

As time went on, Oriswold became con- 
vinced that for all its taU ^ut how bard 
It was tryli^ and how much it was spending, 
Detroit was at best halfhearted about con- 
trol devices for the crankcase and the ex- 
haust system. Finally. In June, 1964, in hla 
Houston speech to the Air Pollution Control 
Association, he exploded. 

“Everything that tne industry Is able to 
do today to control auto exhaust was possible 
technically ten years ago.” he siUd. “No new 
principles had to be developed: no techno- 
logical advance was needed; no scientific 
breakthrough was required.’’ 

Griswold depicted Detroit as a citadel of 
“arrogance and apathy” that has "bought 
ten years of delay and unhampered free- 
dom to pour millions of tons ot toxic con- 
taminants Into the atmosphere.” 

At the time, the industiy was spending 
61 million a year toe pollution control. Gris- 
wold contrasted this with the total of $9.6 
million that 22 industry executives earned 
In 1963 and with the 61 billion being spent 
for 1935 model changes. 

Finally, Griswold Med to explain the in- 
dustry's purported apathy. “Control of olr 
pollution does not make cars easlw to seU,” 
he said. Neither does it “make them easier 
to produce. To people Interested in profits, 
expenditures for the development pro- 
duction of exhaust controls are Uabilitlee.” 

A CASS MADE U N W T iTiW GLT 

In an interview, Griswold, who now heads 
a Washington oonBultant firm on air pollu- 
tion and other environmental problems, said 
he was unaware that his speech laid out the 
essentials of an antitrust case. 

Nothing might have happened had tt not 
been Ice' a chance visit that Ralph Nadar, 
then on obscure vdimteer worker In the 
Labor Department,, paid to the- oSoe ot 
Tiumua F. WUIlams, public Information 
oflloer for the EHvlsion of Air Poiiutlon of 
the Puldlc Health Service. 


Donald Green, an aide to Williams, showed 
the speech to Ntuler, who as a lawyer sensed 
its antitrust Implications. In a recent Inter- 
view, Nader s^d that the Oriswold speech 
struck him as a potentially daaslc portrayal 
of "product-fixing” — activity covered by the 
antitrust laws. In this case, he f^, the 
activity invmved Importaat impaotii on 
health and might be driajdng technology 
that would permH eventual pharing <Mit of 
the fume-tHoducing Internal combustion 
engine. 

After reading the ^>eech, Nader telephoned 
Griswold in Los Angeles. Several long con- 
versations followed, <m the phone and during 
Grlswcdd's vlslte to Washington. 

Nader tried but failed to Interest a Justice 
Department antitrust lawyer who qieciaiized 
in auto Indtffitiry matters. But In tiie late 
summer of 1964, Nader learned that WlUtam 
H. Orrlck Jr., then the D^artinent's anti- 
trust chief, had set up a new policy {donning 
staff. Nader got In touch with Hs head, 
Murray H. Bring. 

Neither :m&g, now a member of the Wash- 
ington law firm ot Arnold and Porter, nor 
any past or present Justice Department 
official Involved with the c^e would discuss 
It. But the upAtot of Nader's ge^t^ in touch 
vdth ^ng was that be was Invited to outline 
his antitrust theory to Orrick and more than 
a doaen of his aides. At a meeting lasting 
more than an hour, he recitils, he argued 
that alleged product-fixing ot tills kind de- 
served at least os much prliwlty as c^ven- 
tlonal prlce-fixiug cases. 

In late 1964, Griswold himself Informally 
asked toe Departinent to make an antitrust 
Investigattcki. AUhoi^ be told an Inter- 
viewer be could not be certain fpom memory, 
be said he believed he alerted Justice to a 
resolution that he was htiplng to prepare 
for toe Los Ai^etee County Board ot 
Supervisors. 

AmtSB 10.000 TO HOVE AWAY 

As finally adopted a unanimous vote on 
Jan. 26. 1966, the rescdutlon traced tfhe his- 
tory of Che problem ot atr pollution In Los 
Angeles County, pmntod out chat because cf 
that problem physicians had advised 10,000 
persons to move away in a single year and 
said that beatto and wrifare continue to be 
“Jeopardlaed by the exhaust emissions of 8.5 
million motor vehicles, burning about 
7,150,000 gaJione (of gasoline) daUy.’’ 

The resolution charged that the industry 
had pooh-pocffied the role ot autcanoblles in 
Los Angeles pollution until forced to chaoge 
Its posltlcm hy an accumulation of over- 
whelming evidence, hy the spur of competi- 
tion from “outsider” firms that had developed 
control de "'•'es on their own and by toe pres- 
sure of California leglsIaUmt making con- 
trol devices mandatory. 

If the Autmnoblle Manufacturers Associa- 
tion (AMA) “had given the same attention 
to the problem in 1958-56 as they did after In- 
stallation became mandatory, sir pollution 
from motw vehicles would have ceased to be 
a problem in 1966," the resolution asserted. 

Saying that action was not taken In the 
1960s because of agreements among Automo- 
bile Manufaoturera Assoclatl«a members to 
pool all ot their findings and to cross-U- 
ceuse devriopments tor pcAlution control, the 
Board of Sujwrvlsors concluded by requesting 
toe Justice Department to make an antitrust 
Investigation. 

By the time toe resolution was formally 
adopted, the Justice Department already bad 
served demands for records on the industry— 
an action It took In early January. 1965. 

Essentially, the Department complaint 
filed last Jan. 10 In Los Angeles reflects the 
Board's resolution. The complaint points out, 
for example, that in toe single month of 
January, 1967. gasoline-powered vehicles 
dumped 12.466 tons — about 26 mtlUon 
pounds — of contaminants Into toe atmos- 
phere of toe bowl-shaped Los Angeles area. 
This was 86 per cent of all emissions. 

And toe suggesUens was obvious In toe suit 
that bad toe defendants competed In the 
field ot contrid devices, rathw than pur- 
portedly suppressing progress in violation cd 
toe antitrust laws, there would have been less 
pollutioc, less disease and less property dam- 
age. 

The AMA's position Is toe reverse: the 
“cooperation” among the defendants— Gen- 
eral Motors, Ford, Chrysler and American Mo- 
tors, plus the AMA — was not imly entirely 
legal and open and aboveboard, but was also 
the only feasible way to achieve toe progress 
everyone sought. 

The Department’s charges also were 
heatedly rejected by the defendant manufac- 
turers. American Motors, for example, said 
It “categorically denies engaging la any com- 
bination or conspiracy . . 

COLLISION WITH ATJtO SARSTY 

Between the time Uie Justice Department 
started to move aa the case and the time 
the suit was filed, the matter became in- 
volved briefly wttb a congressional hearing. 

By late 1965, toe industry was faced with 
another crisis: the seeming InevitabiUty of 
auto safety legislation. For Detroit, toe ques- 
tion was bow tough the law vrould be. 
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In April. 1988, the AMA went before the 
Senate Commerce Committee to plead for an 
“umbrella ^tUnst antitrust" so that it could 
undertake joint development of safety de- 

To illustrate the need for the “umbrella,” 
AMA spokesman John S. Bugas, a Ford vice 
president, pointed out that the Industry al- 
ready was under Investigation In connection 
with pollution control devices. 

Committee Chairman Warren O. Magnu- 
son (D-Wosh.) asked Justice for Immediate 
comment. Donald P. Turner, who meanwhile 
has succeeded Orrick as head of the Anti- 
trust Division, replied with a letter attack- 
ing the Industry proposal. The Department’s 
Investigation concerned , cooperative efforts 
“to suppress, not to promote," use of the 
devices, Turner said. Besides, the antitrust 
laws are not a barrier to “necessary and con- 
structive” joint efforts, he said. 

Thimer had assigned the investigation to 
Samuel Platow, who has since retired from 
the Department to enter private practice 
here. As a result of Flatow’s work, first In 
Washington and then in Los Angeles, a 
grand jury was convened, in July 1966, and 
heard evidence until December, 1967. Flatow 
then requested permission to ask the jurors 
to return a criminal indictment, a request 
the Department denied. 

There may have been a practical consider- 
ation; At least four Federal Judges who 
might have received the case reportedly are 
strongly opposed to criminal sanctions in 
antitrust cases, But a mote fundamental 
consideration Is that long-standing Depart- 
ment policy reserves the criminal route for 
price-fixing and other traditional cases in 
which there, is no question of blatantly il- 
legal conduct. The pollution case was not 
traditional. 

Another factor is the practical utility of 
a criminal case as opposed to a civil case. A 
criminal case can result in penalties in- 
tended in part to deter further misconduct. 
But a civil case can lead to the fashioning 
of a court decree that prohibits specific 
forms of misconduct thereafter. 

AN UNUSUAL PRAYEB 

In the pending case, the Department offers 
an unusuel "prayer," to use the legal term. It 
is that the court will prohibit the defendants 
from responding “jointly to requests by Fed- 
eral regulatory agencies for Information or 
proposals concerning air pollution control 
unless such agency requests a joint response 
in a particular ease." This is an uncommon 
recognition of the proposition that toe be- 
havior of tiade associations can violate toe 
antitrust laws. 

If toe “prayer" Is granted, one ot the broad 
questions that will be generated is this: 
When any Government agency is Involved In 
the process of setting safety standards, can 
a tr^e association be the spokesman for an 
Industry in which dissent and diversity 
among member companies is being sup- 
pressed? 

The Department's “prayer" Is, of ociurse. 
confined to toe particular facts of the air 
pollution case. But the petition is also In ac- 
cord with the Intent of Congress, expressed in 
the auto safety law, that car manufacturera 
be stimulated by toe National Traffic Safety 
Agency to compete in toe area of safety. 

Late last year, toe Agency declared Its in- 
tention to require manufacturers to disclose 
to new-car buyers such safety-related per- 
formance data as the distances needed to 
brake to a stop from various speeds, data 
that would permit comparative shopping on 
safety aspects. The prlinary response from 
the Industry was the AMA's. OM, Ford and 
Chrysler filed no Initial responses of their 
own. American Motors' was an endenaement 
of the AMA's. 

Nader’S contention— dented by the AMA — 
was that the Association controlled toe 
responses and that toe AMA was Itself con- 
trolled by OM, the Industry leader. 

The Department also seeks a court order 
banning patent licensing agre^ents of the* 
kind used here and fw bidding other agree- 
ments under which individual car makers 
did not publicize their progress In pollution 
control. 

Another subtle but Important aspect of toe 
case la Its origins in a marriage of antitrust 
lawyers to specialists with expertise In a field 
as arcane, as pollution control devices. 

Nader believes that the full potential of 
the antitrust laws to protect the public 
against “product-flxlng” and technological 
repression and stagnation cannot be realized 
until engineers and other experts become 
port of the regular staff of antitrust agencies. 

A prcanlneat Washington antitrust lawyer 
with both private and Government experi- 
ence agrees, noting that technology has 
brought "a whole new breed of antitrust 
problems that lawyers can understand only 
if they work with technical experts.’’ 

Actually, such proUems occasionally have 
surfaced before. The Federal Trade Commis- 
sion, for example, knew. that odeeneters were 
built to record more mllee than actually were 
driven — to the benefit of manufacturers and 
renttl firms but to the detriment ot owners 
and renters. 

But the PTC failed to act for almost three 
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decades. A group of law students guided by 
Nader said In a recent repeat that this was 
due to the FTC’s being “duped by an excuse 
perennially put forth by the auto manufac- 
turers; they claimed they had to make 
odometers register high because state high- 
way officials demanded that they make 
speedometers register high (to diminish ac- 
tual driving speeds) and that the two were 
Inseparably connected . . . the fact of the 
matter is Uiat odometer and speedometer are 
not connected, as any mechanical engineer 
would have known.” 

VThlle behind-the-scenes maneuvering 
by the defendants has been intensive, 
the manufacturers have brought only 
one public statement on the suit. Al- 
though I would question many of the 
suppositions made in that statement — by 
AMA president, Tliomas C. Mann — I 
would like to reprint his remarks in the 
Record as an indication of the type ap- 
proach the'manufacturers are using: 

AMA News Release 

Washington, D.C., January 10. — Thomas 
C. Mann, Fresldetrt of the Automobile Man- 
ufacturers Association,, today issued the fol- 
lowing statement on the suit filed by the 
Department of Justice against AMA and 
some of Its member companies In lioe An- 
geles: 

"We greatly regret the Department of Jus- 
tice's sudden decision to attack the Indue- 
try’s 16 year old cooperative program to de- 
velop and perfect motor vehicle emissions 
controls. The Department's action is based 
on a profoimd misunderstanding of the co- 
operative program and its actual efTeets. 

"Under this pre^am, initiated at the re- 
quest of the California authorities, the in- 
dustry has been developing new technologies 
for solving this pressing problem of our 
urbanized society. The program has not hin- 
dered or delayed the development and instal- 
lation of motor vehicle air pollution control 
equipment. On the contrary, it has already 
succeeded In reducing the level of hydrocar- 
bon emissions of new cars approximately 
63% below the level of the pre-control 
mc^ls. and additional controls now under 
development are expected to further reduce 
hydrocarbon emlsstons to 79% below pre- 
control' models. Moreover, the systems de- 
veloped as a rMUlt of the program have re- 
duced carbon monoxide emissions by about 
60%. 

"This progress has been made during a 
period when state and federal regulation has 
continually taxed the ability of engineers to 
meet the stringent standards that have been 
set. It would not have been possible to meet 
the timetables set by governmental agencies 
without the oroes-ferttllzatlon of Ideas and 
the full exchange of technical Information 
among automobile manufacturers and sup- 
pliers. This exchange has been made feasible 
by a royalty-free patent cross-license agree- 
ment which all domestic manufacturers of 
passenger cara, a number of truck manufac- 
turera and many foreign, vehicle manufac- 
turere have joined. Although this type of 
agrement has been ' praised as encouraging 
eompetltlM, the Department now attacks It. 

"With continuing increases in the vehicle 
population and In the volume of pollutants 
entering the atmosphere from non-vehlcular 
sources, there is need for even greater reduc- 
tions in automotive emissions. The manu- 
facturers are now faced with a new require- 
ment for controlling the emission of oxides 
of nitgrogen, a task which In many respects 
will be more difficult than controlling hydro- 
carbon emissions. In our judgment, the De- 
partment's action today will substantially 
retard the rate of progress toward all of these 
goals by casting a serious cloud on the pres- 
ent arrangements and thus reducing the 
essential flow of Information among the par- 
ticipating companies. 

"This will be especially harmful to the 
smaller passenger car and . truck companies 
and to many fOTelgn manufacturers who ac- 
count for a substantial share of the U.S. 
market, If these companies are unable to 
make the necessary progress to meet the 
more stringent requirements that the regu- 
latory authorities have set for accomplish- 
ment within the next several years, the 
Government will be faced with the necessity 
of postponing more stringent requirements. 
If such postponement should occur, the pub- 
lic will be the loser. 

"The problem of how Government can 
most effectively command scientists and 
engineers to make a new technological 
breakthrough of this kind, and the cor- 
responding problem of how the Industry can 
most effectively respond to such a command, 
are both novel and difficult, However. It is 
difficult to see how any result other than 
delay and increased cost can come from the 
Department's action seeking to prohibit the 
free interchange of technical Information 
about automotive emissions among the firms 
which are In the best position to find 'Ure 
needed solutions. 

“A year ago the President called on Gov- 
ernment and Industry to join as partners In 
attacking the problems of air pollution. The 


automotive Industry has done its best to 
respond to tirat request. Today^ action can 
only cmnpllcate the difficult task of making 
the partn^ship a ikuttfal one.** 

What said In his statement has 

more recently been efdioed by Chrysler 
Corp.’s chief engineer. Charles M. IJeinen, 
who told a meeting of ttie New Vork 
Society of Automotive Engineers that 
“the main battle gainst automc^e pol- 
luticm has bera wmi.” z>an Rsher of the 
Los Angeles Ihnes reported on that 
speech: 

Emission Controi. Encinubi Says So: Has 

Auto Smog Battle ALBnj>Y B^n Won? 

(By Dan Fisher) 

"Ladles and gentaemen, let me coou to the 
p<fint; The battle against automotive 

air p<riluUon has been wan." 

That’s bow Oharlea M. Tfettuwi^ Chrysler 
Corp.’s chief englnew, Bnlssloa control 
ohemical devtiopmen^ <9ened a speech 
Wednesday to a meeting of the New York 
Society of Autmnotlve Engineers. 

HeiUMi, who tends not to mince words, 
stated: "We have done the job (uoposed . . . 
For the sake of per^>eotive, let me say that 
If there were no otber vehicles on the road 
exioept the 1969-1970 models, we would — 
overnight — breathe the same clean air we had 
In 1940 as far as the autmnobUe contribution 
Is concerned.*' 

To reduce emissions from the levels that 
will be achieved In the 1970 modtis “Is going 
to be rough, and it looks like It wiu be very 
expensive — In the blUlons of dollars— to car 
owners, The next step also raises aerious oyid 
sincere questions among thoughtful a-nN 
knowledgeable observers as to how inumi a 
further reduction is really necessary and is 
It worth It from a social, scientific, medical, 
and econmnlc standpoint." 

Helnen suggested that future California 
and federal regulations — for 1971 models and 
beyond — wH! make little significant contri- 
bution over what's already been done, and 
that for that small significant gain, the cost 
would be 910 billion plus on a nationa] level. 

That works out to about 9100 added to 
the price of each car sold In a year. 

While hydrocarfooos and carbon monoxide 
are controlled under present California 
standards, a third pollutant Is covered Is 
1971 California standards — oxides of 
nitrogen. 

Research indicates. Helnen said, that when 
hydrocarbons are controlled, the reaction of 
the reduced hydrocarbons and oxides of nit- 
rogen is insufficient to produce photo- 
chemical smog. 

Although challenging the reasons for con- 
trol. he said the technology to control oxides 
of nitrogen is within reach. “Unfortunately, 
It would mean penalties In cost, performance, 
fuel economy, and driveability." the enals- 
alons specialist added. 

Re also took Issue with California medical 
authorities who have predicted dire health 
results from exposure to automobile-caused 
air pollution. “As a matter of fact, a further 
review of the medical position would seem 
to say that the situation is not critical now. 
or indeed, even serious in the opinion of 
pretty near everyone except those In Cali- 
fornia." 

The decision about oxides of nitrogen con- 
trol "should probably be made on the basts 
of its elTect cm visibility and on plant dam- 
age," he said. 

Other automotive engineers have suggested 
that the least they seek Is more time to 
work on Inexpensive solutions to the oxides 
of nitrogen problem. While the 1971 Cali- 
fornia standards coverli^ this pollutant can 
be met at relatively low cost, they say, those 
proposed tor 1972 and 1974 cannot, with 
present technology. 

One auto company engineering vice pieel- 
dent has pr^teted flatly that those sjandards 
may be the ones that finally result in a 
court fi^t. 

Maybe one reason Heinen can call the 
battle over is that ttie solutions are not 
as difficult as the manufacturers would 
want us to believe. For example, I find 
this following article from the Los 
Angeles Times quite fascinating: 
Rbdvcinc Cab Smog east. Engineer Says— 

Simple Abjvstment Cots Emissions, Hear- 

(By George Cetee) 

A simple mechancial adjustment of present- 
'day automobile engines will reduce nitrogen 
oxide emissions by about 40%. It was stated 
Wednesday at a public bearing In the New 
Federal Building. 

Robnt W. MeJones. consulting automotive 
engineer loi tbe Pacific Ughting Corp., said 
the reduction wonid be enough in most cases 
to bring tbe cars lidx> compliance with the 
nitrogen oxides standards already set by Cali- 
fornia for 1971 model cwa. 

That U a standard the automobile Industry 
doubts It can meet. 

MeJones testified tbsit tbe reductior. of 
pollutants, hydrocarbfms and carbon monox- 
ide as well as nitrogen caddes. would be even' 
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greater than 40%, If natural gas instead of 
gasoline were used as fuel. 

MeJones and Retne J. Corbell, project engi- 
neer for Pacific Lighting, were witnesses 
Wedn^day at a Department of Health. Edu- 
cation and Welfare hearing, 

The hearing is being held to collect infor- 
mation that will help Robert J. Finch, secre- 
tary of HEW, decide whether or not California 
Is to be permitted to have auto smog stand- 
ards more stringent than those set nationally 
by the federal agency. 

Most of Wednesday's session was taken up 
by cautiously worded doubts of the techno- 
logical feasibility of controlling both nitrogen 
oxide and hydrocarbon emlssloiiis from auto- 
mobiles, at least In time to meet CaUfcsnla's 
present and proposed standards. 

The doubting was mostly on the part of 
representatives of the manufacturers. 

Witnesses from California universities, air 
pollution agencies and citizens' groups all 
insisted the standards could be met if Detroit 
really tried. 

"If the automobile makers can’t -nieeft the 
standards with gasoline-fueled vehicles, Cali- 
fornia should insist upon conversion to gas- 
eous fuels," Corbell eald. 

A IIO-PERCENT REDtrCTTON 

The simple adjustment — whioh MeJones 
said would reduce nltrc^en oxides ftmiMiong 
40% evens on gasoline automobiles — consists 
of disconnecting the hose or metal line that 
connects the carburetor and distributor. 

The purpose of thn.hose Is to advance the 
spark timing when an 'automobile Is cruising 
along, neither slowing down nor speeding up. 

The theory Is that this eaves gasoline, but 
some automotive engineers doubt that it 
does. 

"When the hose Is disconnected the auto 
operation at full throttle Is unchanged, 
the ordinary full throttle timing applies at 
cruising, too," JtoJones told the HEW com- 
mittee headed by William MegonneU, assist- 
ant aJr pollution commissioner for HEW. 

Corbell said Pacific Lighting haN tried the 
adjustment on 10 Fords, Plymouths, Dodges, 
Chevrolets and Ramblers, all late models. 

He told the HEW ooinmJtree that only two 
of the cars met the 1971 nllaogen oxida 
standard* even approjdmately. When the 
hose was disconnected, however, all but four 
met the 1971 etandanls, even though they 
were operating on ordinary fuel. 

MeJones and Corbell said there was no ad- 
verse effect on performance, 

Typical reductions, for example, were fretn 
3.500 'parts c4 nilrcgen oxides per millloa 
parts of air, to 1,000; 1,800 ppm to 800, and 
3,400 ppm to 1400. 

ZXPRSSSeS DOUBT 

The chief witness for the automobile In- 
dustry was Donald Jensen, who used to be 
executive head <a. the 'California Motor Vehi- 
cle Pollution Control Board but who now 
works for the Ford Motor Oo. He also spoke 
Wednesday for the Automobile Manufac- 
turers’ Asen. 

"There U a substantial question whether 
the California oxides of nitrogen standards 
can. In fact, be met by all vehicle manufac- 
turers, " Jensen told the oonunlttee. 

He said the association “neither supports 
nor oppoeee California’s request” for stand- 
ards more stringent than the national ones. 

When Jensen finlslied his prepared state- 
ment MegonneU pointed out that he had 
heard very little In It of support for Cali- 
fornia’s request but a lot of opposition. 

Another member of the HEW committee. 
Kenneth MillSr asked Jensen If Detroit would 
make and progress at all In oontrolllng pol- 
lutants Budh as oxides of nltrcgwi. If very 
stringent standards were not adept^. 

Jensen answered that the Industry would 
make progress and would work at conirolhtig 
the pollutants, even If It was not required to 
do so by strict standards. 

CAI.I.S FOB FAITH 

“What the chairmen of the boards of the 
autconoblle corportaions say can't be taken 
lightly," Jensen told the HEW committee. 

He said It must be taken “on faith” that 
these board chairmen really mean what they 
aay, and they say auto makers are going all 
out to control air pollution from automo- 
biles. 

Tbe Department of Justice replied Wednes- 
day to Dep. Atty, Gen. Charles O’Brien’s 
charge, made the day before, that it had used 
fraud and chicanery in trying to block Cali- 
fornia's investigation of auto smog. 

O'Brien used the hard words In telling the 
HEW committee that federal attorneys had 
blocked h!s efforts to get Information from 
Wallace LlnvUle. Llnrilie, a smc% expert, had 
testified before the U.S. grand jury investi- 
gating Detroit’s efforts (and alleged lack of 
efforts) to control auto smog emissions. 

A spokesman for the Department of Jtw- 
tlce said Wednesday that a federal law pro- 
hibits persons from disclosing testimony be- 
fore a grand jury, which was Why Unvllle 
was. advised not to answer all of O’Brien’s 
questions. 

He denied any fraud or chicanery was in- 
volved. 

"The department has coop«-sted and will 
continue to cooperate with the state’s en- 
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deavor to Investigate tne autranobUe manu- 
facturers’ air pollution control record,” the 
spokesman said. 

As Heinen points out, current controls, 
devices and regulations for new motor 
vehicles have gone far In ea^ng the 
seemingly exponential growth of air 
pollutants, but the emissions from the 
millions of older care not’subject to the 
stringent laws continue pouring ton 
after ton of smog into the air. If the bat- 
tle is over, it Is going to be one heck of a 
mopup operation. 

Certainly, the advances in cutting 
down pollution from nonvehicular 
sources have been impressive. As the 
following Los Angeles Times story notes, 
the Los Angeles basin has apparently 
eliminated all pollution emlnating from 
powerplant smokestacks, and says: 

The automobile Is now contributing more 
than 90% of the total tonnage of pollutants 
in IjOS Alleles air. 

The article follows: 

Los Angeles Area Called Free op Power- 
plans Smoke — Thottsanos op Complaints 
Cot to One bt Use op Low-Sulpus Poel 
O tL, Poller Declares 

(By George Getze) 

Smoke and chemical fallout from electric 
power plant smokestacks have disappeared 
“almost miraculously” In the Los Angeles 
Basin, Louis J. Fuller, head of the Air Pollu- 
tion Control District, said Tuesday. 

Instead of the usual thousands of com- 
plaints of smoke plumes and fallout that 
have poured In on the APCD, there was only 
one complaint lost winter and spring. Puller 

He said the drastic change was due to the 
burning of low-sulfur fuel oil when not 
enough natural gas was avatlahle In cold 
weather. 

Fuller said the APCD now forbids the 
burning of any fuel oil when natural gas is 
available. But until federal regulations were 
changed to permit the importation of low- 
sulfur oil from Indonesia, cold weather 
meant that high-sulfur domestic oil was 
burned. 

The federal permission to bring low'SuUur 
oU into the ITnited States is good only 
through next winter. Puller said the APCD 
has already b^un to fight for permanent 
permission. 

“In view of the tremendous Improvement 
In plumes and fallout, It Is unthinkable that 
pemlaslon to bring In low-sulfur oil should 
not be continued,” Fuller said. 

DENIES RBLARXNO PIORT 

The APCD chief's remarks were made In an 
Interview In which he replied to charges that 
the APOD had relaxed Its fight against sta- 
tionary sources of smog In the Los Angeles 
basin. 

The accusation has been made twice re- 
cently, once lest month before the Board of 
Supervisors and once last week before the 
State Air Resources Board, by a group of 
women called Stamp Out Smog. 

They said that smokestacks were “mush- 
rooming,” that the county’s air pollution 
control Is no longer the nu>^l for t^ rest of 
tile world, that It le going backward Instead 
of forward, that variances to APC^ rules 
are granted wholesale and that smog control 
officers have lost the energy and Initiative 
they had 10 years ago by not following 
through on a suggested rule that would have 
prevented the construction of more power 
plants In Los Angeles County. 

Fuller said it’s nonsense. 

Smokestacks, thanks to the AFCD's fight 
to provide low-sulfur fuel, don’t esnoke In 
Los Angeles County; so that any remark 
about their “mushro<anlng’’ le meaningless, 
be said. 

”Our control of stationary sources Is more 
of a model for the rest of the world now than 
It ever was,” Puller said. 

“It la accepted as a model everywhere. 
Within the year the U.S. Public Health Serv- 
ice published an ^r pollution engineering 
manual' based on knowledge and technology 
developed by the Los Angeles APCD,” he said. 

Another example he <Hted was the federal 
government’s publication of a fltid cg>era- 
tions manual describing APCD enfOTConent 
practices as models for other agencies 
throughout the world. 

So far, APC® Is the only district In the 
world to have begun the regulation of such 
Inconsplcuoi^ sources of air pollution as 
the evaporation of volatile organic solvents 
used in paints, inks and dry-cleaning com- 
pounds. he said. 

APCD was also responsible for the draft- 
ing of the new state law regulating the emls- 
slcot of black smoke from Jet airplanes, Pul- 
ler s^d. It will go Into efleot Jan. 1, 1971, 
in <wder to ^ve the airlines time to comply. 

BATS VAHLUfCE MISUNDERSTOOD 

Puller said the matter of variances to these 
rules is misunderstood. The APCD grants no 
varlancea. They are all granted by the Air 
Pollution Hearii^ Board, created by the 
.State Legislature. 


He said ah- pcOlaUoii eg>erts realize it is 
often Impossible foo’ oompaaies to ocnnply 
Immediately with new roles, and that they 
must have time to get new equiiment or 
modify what tbffir bave. 

Many <Mt the curteirt variances, for ex- 
ample, have been granted to give firms time 
to o(»n;fiy with Rule S6, the one governing 
the evapckraUcm at organic solvents. Fuller 
said any fair examination at the variances 
that have been granted would show no mal- 
administration by the hearing board, but 
Instead a cartful regard for the public 
welfare. 

He said the evaluation tf emissions from 
automobilee and etattonary sources shows 
that the control of statlHiary sources Is ex- 
cellent, and that the aut^obile Is now con- 
tributing more than 00% of the total ton- 
nage of pollutants In Los Angeles air. 

"The remaining problem In Los Angeles is 
almost entirely with the automobile, al- 
though tiiat can’t be aaid for some other 
counties In the Bay Area and farther north,” 
he said. 

Intest statistics show that 9.696 tons of 
carbon monMdde are emitted here by auto- 
mobiles every day. compared with S5 tons 
by stationary sources. ’Ibe figures for hydro- 
carbons are 1,820 tone from the autimioblle, 
and 730 tons from stationary sources. 

Fuller i«reea with A. J. Haagen-Smit, 
chairman of the Air Resources Board, that 
one of the biggest protfiems Is tiie oonlrtf of 
nitrogen oxides, which ate the product of 
all kinds of burnli^. 

Nitrogen oxides are an Important emission 
of stationary sources such as power plant 
smokestacks, but figures submitted by the 
Air Resources Board last week show that 
even with them industrial burning Is a less 
important source then automobiles. 

The ARR. report shows that daily mnis- 
ctons of nitrogen mddes in Los Angeles are 
938 tons, of which 676 oome frcun auto ex- 
hausts and 268 from Industrial burning of 
fuel. Other sources are minor. 

To control the nitrogen oxide emissions 
from power plants. Puller a year ago sug- 
geeted a new APCD rule. No. 67. 

lu a letter to the supendsors, he s^d the 
rule would prevent construction and opera- 
tion of new “monster" power plants or any 
other fuel-burning Installatlcm unless they 
were equipped with very efficient pollutant 
controls. 

’The suggested rule would bave forbidden 
the operation of any equipment unless dis- 
chargee Into the ekmoepbere were Hcnlted to 
300 pounds an hour of sulfur compounds, 
140 pounds an hour ot nitron oxides and 
10 pounds an hour at dust w “particulate 
matter." 

Stamp Out Smog has accused tiio APCD of 
losing tnittative' and energy because It has 
not followed up this su^eMon by pressing 
the Bupetwisots. 

Fuller said Tuesday that be had decided, 
after conferring with the Department of 
Water and Power, that the rule is not neces- 
sary now. 

Re said the department was adding one 
boiler to tbe Soattergood plant at Playa del 
Bey. and that though It would contribute 
oxides of nitrogen. It would permit the phas- 
ing out of older boilers that contribute more. 

In any case, no move Is under way to build 
any of the "monster” power plants he had 
In mind when he wrote to the supervisors. 

"It Rule 67 should become necessary I 
won’t hesitate to submit It to tbe super- 
visors," Fuller said. “I am waiting now to see 
whether or not It will be needed. If It Is, it 
Is all ready.” 

To show an overall perspective of the 
air pollution problem — ^wlth special em- 
phasis on the particular situati on in Los 
Angeles — would like to insert the fol- 
lowing series of articles from the Los 
Angeles Times. Tt^en as a whole, the 
picture thus presented in them does not 
seem overly optlmisUe, and, indeed, the 
outlook X gf^ is not extremely promising — 
given the laggard rate at which society 
seems to be energizing its resources In 
this critical struggle lust to maintain the 
current quality of our air. 

The articles follow: 

No More Alerts or Ete Irritatioh, Exrests 

Sat: 1970’s Expected To Bring Victort 

Over Smog 

George Gelae) 

The 19708 will be tiie decade tf teallcaiioa 
In Los Angeles County's long fight against air 
pollution. 

By 1960 most can and bracks on the road 
will be equi^Md with bontrol systems that 
meet the standards set by tbe California Pure 
Air Act. 

It win take that long because tf the time 
lag In used cars, bat, acowdlng to the Air 
Pollution Control District, by the end of tbe 
'708 the air of tiie Loe Angeles basin will have 
83 % less bydiocarbons than It boa now. Tbwe 
wlU be no more smog alerts they say,, and 
eye Irritation wlU be rare. 

Visibility obviously will be better although 
the brown base tf nitrogen dioxide stlU wUl 
be seen occasionally. Oxides tf nitrogen In the 
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atmosphere will have decreased 41%. 

The APCD says these results wUl depend on 
state and federal Inslstenoe that autianoblle' 
makers manufacture cars and trucks with 
exhaust control systems efficient enou^ to 
meet the strict California standaids that will 
all be In effect by 1974. 

The accompanying graph shows the status 
of automobile air pollution as the 1970 dec- 
ade begins. 

'The number of cars In tiie county U In- 
creasing and will continue to Increase. This 
Increase amounts to 31% m the nine years 
since 1900. 

Despite that, the exhaust and other ctfi- 
trols already in effect have resulted In de- 
creases In two of the chief pollutants tf Loe 
Angeles basin air— hydrocarbons and carbon 
monoxide, both of which have been declin- 
ing since 1966. 

DECREASE OP 16 PERCENT 

"The decrease la hydrocarbons since the 
peak amounts to 16%. (To appreciate what 
has been accomplished one must consider 
what might have been If (xmtrol had not 
been begun, If the emissions tf hydrocarbons 
had risen la the same proportion as the num- 
ber of automobiles, the dally tonnage of hy- 
drocarbons in the atmo^here would now be 
2,600 instead of 1,646.) 

'The decrease In carbon monoxide amounts 
to 12%. (It would be 11,380 tons a day. In- 
stead of 9,100 if the present controls had not 
been applied.) 

But as has been pointed out many times, 
the act tf OMitrolllng hydrocarbons and. car- 
bon monoxide has Improved combustion, and 
this has tended to make automobile emis- 
sions of nitrogen oxides woree. 

This improved combustion with the In- 
creasing number of cars, accounts for nitro- 
gen oxide emissions rising by 66% since 1960. 

Controls are about to be applied to them, 
too, even though the automobile Industry 
la protesting that it can’t do the Job on 
schedule. The state’s' answer Is that It will 
have to If It wants to sell cars In Callfcmle. 

Here ere the auto emission standards that 
will be In effect for all 1074 model cars sold 
In Oallfornia: 

Hydrocarbons— 1.5 grams per mile, of 125 
parts per million, banning In 1972. (The 
standard for 1970 model ears is 2.2 grams per 
mile, or 180 ppm,) 

Carbon monoxide — 23 grams per mils, or 
about 1% by volume of exhaust gas, betfn- 
nlng with 1970 models. 

Nitrogen oxTdte — 1.9 grams per mile, or 
about 860 ppm, beginning with 1974 models. 
(There will be no standard for 1970 models, 
but 1971 models wlU bave a standard of 4 
grams of nlteogen oxides per mile, or about 
1000 ppm, -and 1972 and 1973 models must 
Halt no more than 3 grains per mile, or 800 
ppm of nitrogen oxides.) 

Clean air In Los Angeles, even with con- 
trol of automobiles as projected in the Pure 
Air Act and enloxced by the Air Besouroes 
Board, would not be p^ble without oon- 
trol of stationary sources. 

CARS WORST OrraNpER 

By far the great# part ot Loe Angeles 
County air pollution comes from tbe automo- 
bile. but that Is only because the APCD has 
been applying controls to stationary soumes 
for more than 20 years. 

The meesure of success Is evident In the 
feet that 88% of Los Angeles pollutants 
comes from cars. 

Ninety-eight per cent of carbon monoxide, 
68% tf nlteogen cHddes, 68% of hydrocarbons 
and 41% ot dust (paMciilate matter) comes 
from automobUe exhausts, crankcases and 
evaporation from gas tanks. 

That U why oontrol tf the automobile 
emlarions la the 1970 b plus continued Im- 
provement of the oontrol of remaining sta- 
tionary sources, should bring blue skies and 
clean air back to Los Angeles basin. 

But Trbe Will Still Be Shoo 
(By Zrvli^ 8. Bengelsdorf. Pb. D.) 

A razOT blade company once ran a humor- 
ous ad showing a young man. his face la- 
thered. falling off a skyscraper As be fell, 
he was shaving himself and saying. "By 
using Company X’s razor Made I save 11.4 
seconds oatfi mmmh^ whMi i shave.” 

This certainly was an Interetfti^ shm-t- 
lextge stetistlc, but as far as his long-range 
future was concerned — as he plunged earth- 
waid to Imminent doom — It was meet ir- 
rtfevant. 

'Ihe same Is true of the loi^-range fu- 
ture of emog In eoutbem Callfornls. Al- 
though our air now Is so filthy that for more 
than half the year It exceeds tite air quality 
standanU for certain poUutants set by the 
State Department tf Health, we are ttf d that 
by having tills or that emission conititf on 
automobiles of smokestacks, we now pre- 
vent many terns of pollutants tixm getting 
Into tbe air. Irrelevant. We stiU have smog. 

We once w«e told by tbe now defunct 
Mottf Vehicle Pollution Oontirol Board etme 
we would “Return to tbe Clean Air tf 1940.” 
One need not be very clairvoyant to look 
at Los Angeiee In 1969 and realize that very 
Uttle— surely not the air— Is going to re- 
turn to the way it was in 1940. 
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Now vre are told that by Uie 1980s blue 
skies and clean air wtu come back to the 
ZjOS Armies basin. The new stricter stand- 
ards tor autoEOObUe emissions — to be in 
effect by 1974— will do tbe Job. This is based 
upon tbe assumptions that cars coming frcm 
Detroit after 1973 will meet the stricter Cali- 
fornia railsAon standards, and that they 
will continue to do so as they age and are 
driven thousands of miles. We have no guar- 
. antee that either assumption is valid. 

But, let 'US suppose that cars sttier 1973 
do, indeed, meet the stricter emission stand- 
ards. In 1980, It is estimated, there will be 
at least about S.2 million cars in Los An- 
geles coimty. About half of these 6,2 million 
cars will be tossing out 1.3 grams of nitro- 
gen oxides per mile-^the strict Oallfomia 
emission standard beginning in 1974. The 
other half— those ears built before 1974 — will 
•be putting out three,, four, or more grams 
per mile. 

But, let us assume that all 5.2 million cars 
in 1980 put out only 1.3 grains of nitrogen 
oxides per mile. Each car, on the average, 
will burn about two gallons of gasoline per 
day. Assuming an ' average mileage of 15 
miles per gallon, each car should travel about 
30 miles per day. 

Thus, 6.2 million cars travelling 30 miles 
per day, putting out 1.3 grams per mile, 
would toss out about 203 million grams of 
nitrogen oxides per day. With 464 grams tn a 
pound, and 2,000 pounds per ton, the 6.2 
million cars would spew out about 225 tons 
of nitrogen oxides per day. 

How much of each pollutant has to be 
present in Los -Angeles air to make smog 
appear? Some calculations Indicate that 
smog can be present In tbe basin if tliere are 
between 200 and 260 tons of nitrogen oxides 
per day. Since automobiles will account for 
most of this by themselves In 1980, there 
Isn't much room left in the air to accom- 
modate the nitrogen oxides pouring out of 
smokestacks of power plants generating elec- 
tricity. And the demand for electricity In 
this area has been doubling almost every nine 
years. 

For the long-range future of the southern 
CaUfornla air resource, the wllly-nllly patch- 
work approach of an emission control de- 
vice here, and another there, will not work. 

Five years ago, In a statewide conference 
entitled “Uan m California— 19808,” Dr. 
Philip A. Leighton, emeritus professor of 
chemistry -at Stanford, warned, “Air pollu- 
tion may be likened to a weed. Controls may 
clip back tbe 'weed but they wilt not keep It 
from growing up again. To kill the weed we 
must get at taie root, and the root of the 
whole problem ^ general air pollution Is 
combustion (burning) 

It' should be obvious that if we are to at- 
tain a population of 18 million people In 
the Los Angeles megalopolis by the year 
8000, aa predicted by some, we must begin 
now to change drasUoaliy both our ways of 
personal transportation and the generation 
of electrical energy. 

BXPBXTS SOLVB SslOO PVZEUi, CSSATS AKOTKER 
(By Oeoige Octze) 

Engineers and scientists have to face up 
to a very basic ohemlcal fact in going about 
the Job of trying to control Los Angeles smog. 

It is this: One of the chief Icgredlente of 
photochemical smog, the hydrocarbons or 
organic gases, is the result of inefficient and 
Incomplete combustion, but the other two, 
sunlight and the oxides of nitrogen, are not. 

The oxides of nitrogen. In fact, are tbe 
natural result of combustion and the more 
efficient that combiisUon la tbe more oxides 
of nitrogen are produced. 

When California authorities forced auto- 
mobile makers to begin controlling hydro- 
carbon and carbon monoxide emissions they 
went about It by Increasing the efficiency of 
gasoline combustion. 

This was accomplished by adjusting the 
carbuietw to a "leaner” mixture of air and 
gasoline — ^tbat Is. mote ^ and less gas. 

OXIDES or mraoGEN bise 

It has wwked, and hydrocarbons and car- 
bon monoxide emissions from automobiles 
have diminished. 

Another, not so pleasant, effect of more 
efficient automobile engines has been to in- 
crease automobile emissions of oxides of 
nitrogen. 

This is because the atmosphere of the 
earth is almost entirely nitrogen and 
oxygen— about 80% and 20%, respectively. 
The two gases are physically mlx«l In the 
atmosphere but not Chemically united. 

When air la subjected to high tempera- 
tures, as it is when It is burned in an engine 
or furnace, the two gases of the atmosphere 
combine to form nitric oxide— one atom, of 
each. 

This happens no matter what fuel is 
burned. Nitric oxide will form If hay ot car- 
rots. or any other conceivable fuel, is burned. 

(Tobacco, for example, produces nitric 
(»l(te when burned. Taking a di^ att a clg- 
aret gives tbe smoker a Jolt of 500 parts 
pw million — about the same that be would 
get if he stuck his head In a power plant 
smokestack and took a deep breath.) 

The more air exposed to the heat and 


pressure, the iac«e atoms of oxygen and 
nitrogen CMnldne. 

SlXTY-mCHT nXaCEMT DDE TO ADTOS 

That Is the most Impmtont reason the 
burning gastfline in a "leaner mixture"- 
has resulted in an in^ease of ultrc^en In 
Los Angeles idr. 

Another reasem is that automobiles pro- 
duce about 68% of these oxides emitted dally 
in the basin. Electric pimer genoating plants 
are tbe n^ biggest emtributor. with 135 
tons dally or 14%. ennpared to 645 from 
motw vehicles, followed by relatlTely minor 
sources — the <kl i«fin«ieB (40 tons dally 
or 4%) and tbe heating of homes and offices 
(66 tons dally in cold weather or 6.6%) . 

TTnforunately, 'Qie process of smog forma- 
tion is not omnplete with the emission of 
nitric oxide. 

Nitric oxide, when tt gets Into the air from 
an auto exhaust ot power plant smokestack, 
reacts cbMoloally by lacking another 
atom of oxj^^ to fmrm nitrogen dioxide. 

This is the pollutant that is one of the 
essential cmnponsnts of photochemical smog. 
It also is the one Qiat causes the ugly brown 

In the absence ot tight, ttils chemical re- 
action is a slow one. When It takes place in 
bright sunlight, especially in the presence 
of the organic gases, ot hydrocarbons, the 
reaction is rapid and thorough. 

CtmiioUlng tbe oxides of nitrogen. It Us 
clear, is iM>t a matter at improving efficiency 
of oombusttoo. It Is a problem of an entirely 
^Serent-kletd. 

As long as there Is any burning at all. 
oxides of nitrogen are bound to be present 
In the air. 

All that it wilt be possible to do, short of 
doing away with Los Angeles alto^ther. is 
to ameliorate coodltlcms. 

The Air Pollution Control District however, 
expects this amelioration to be subStantlA 
The APCD eaUmates that by rr-aving cer- 
tain changes in the atitomobUe A-nginp snd 
by strict enforcMneut at emlsslcai standards 
already set. the oxides of nitrogon in the 
basin's atmosphere can be reduced 41% by 
1980. 

'that wlU not be perfect. Alerts probably 
wtu be a thing ot tbe past, but Los Angeles 
stUl wlU occaslotkally have brown haae and 
eye Irritation even then. 

StiU, it wiU be quite an amelioraUcm. 

I'wo methods have been suggested for 
reduettng tbe oxides of nitrogen emitted 
ftxHn auto exhausts. 

Robert MeJones, a consulting automottve 
engineer for tbe Pacific Llgbti^ Oorp.. re- 
cently testified ak a federal puMlc heftring 
that retarding the spark would cut MQrlc 
oxide einlssioas 40% . 

Betordli^ tbe ^tark reduces the peak tem- 
peraitures tn the cylindew and. consequently, 
Ism nitric «Uds Is formed. 

Although representatives of the autcenobile 
Industry who attended the bearing acted as 
though they had never heard of such a thing, 
retarding the spark Is now considered the 
most tlktiy step the Industry will lake to meet 
the OaUfomla emission standards fear. 1971 
model eats. 

The 1971-limit for cars sold in California 
will be 1.000 parts of altrtc oxide per million 
parte of exhaust gases. 

To meet tbe much ekrloter 1978 and 1974 
standards (800 ppm and 360 ppm) something 
else wUl have to be done. 

One way ^at has been suggested Is to 
lower the tempwature ot combustion by 
recirculating 16% or bo of the exhaust gas 
so that it goes through the engine a second 
tone, after the oxygsn in ft has been used up. 

This inert, recirculated exhaust gas sepe 
up some of the heat in tbo cylinder— and thus 
also effectively the nitric <tode. 

The Fbioe or Clkah An 
"The main battle against smog has been 
won.” — Charles M. Heinen. chief engineer, 
emission control sod cbemlcid development, 
Chrysler Corp., April 9. 

"The peak output ot automobile-produced 
smog in Southern California definitely has 
passed — and will never be as high again.”— 
Dr. Fred Bowdltcb. director of emission con- 
trol, General Motors, Aug. 6. 

"The third consecutive smog alert was 
called Friday in tbe Los Angeles Basin as a 
blazing sun continued to cook pollutants tn 
the air.'.'— The TlrDes, Aug. 83. 

There Is a kind of grim irony in tbe recent 
public concern over the potentUl threat from 
transportation and storage of military poi- 
son gases. 

City dwellers throughout tbe nation al- 
ready are sloi^ poleoning themselves by in- 
haling the air polluted by automobiles. The 
threat Is actual and still unabated. 

Nowhere is tbe peril of auto-caused air 
pollution more serious than in the Los An- 
gles Basin. 

At least 10,900 pM'sons leave each year on 
the adrice of their physicians. The millions 
that remain simjriy euBer and omnplatn that 
"somethii^ must be done.” 

Somettiing has been dons. But not enough 
and not quickly enough. 

Although emission control regulations have 
brought about a reduction in the total 
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amount of hydrocarbons and carbon monoxr 
tde, experts say tbe skies over Los Angrira 
will not be substantially cleared of pollutants 
until 1980. 

That timetable, however, could be accel- 
erated — if smog s'ufferers would pay the price. 

Air pollution control can be as strict as 
the people want it to be. California demon- 
strated that public pressure is stronger than 
aU the auto industry lobbyists when it forced 
Detroit to Install smog control devices. 

Congress also was responsive to the collec- 
tive ou'brage of Southern Californians who 
demanded that this state be allowed to set 
tougher emission standards than the fed- 
eral requirements. 

Although Detroit complains, it will comply 
with the Increasingly stringent regulations 
set by tbe Legislature for new cars in the 1970 
model year and subsequently. No Industry 
wants to give up its biggest market.' 

But even with Improved devices, 'the fight 
against smog moves slowly because a ma- 
jority of the ears in the Los Angeles Basin 
still have no exhh'ust control system at all. 
The total of motor vehicles In tbe l^ln, 
moreover. Increases by nearly 10% every year. 

To achieve a substantial improvement in 
air quality, therefore, every one of the more 
than 4 million cars and trucks In Los Angeles 
Coimty must be equipped with an emission 
control device in proper working order. 

This would mean that every owner of a 
pre-1966 vehicle would have to assume not 
only tbe Initial cost of such a device but . also 
the expense of maintenance and at least an- 
nual inspection. In Los Angeles County 
alone, the total price would amount to hun- 
dreds of millions of dollars. 

The Legislature mandated Installation of 
control equipment on 'used c^ but only if 
two acceptable devices were available and 
if their cost did not exceed 886. Neither con- 
dition has been met. 

Much more must be done to develop feasi- 
ble inspection of the control systems in- 
stalled at the factory. Unlike the crankcase 
blowby. these devices cannot be properly in- 
spected with a quick look under the hood. 

So long as tbe public Insists on buying 
big cars with excessive horsepower, tbe fumes 
they produce can be reduced only by better 
control equipment subject to periodic main- 
tenance and inspection — ^until there is a 
major breakthrough in engines or fuel. 

Detroit says that turbine or steam engines 
or one powered with natural gas are not yet 
practical and may never be. Oil companiea 
sbrUlarly offer little encour^ement tbat pol- 
lution can be reduced by modifying present 
fuels. 

Perhaps, But If the public outcry were loud 
enough, more action would be motivated to 
industry — and to government. Why is not 
tbe federal government doing more independ- 
ent research in these two areas? 

Tbe ultimate cure was proposed by State 
Sen. Nicholas Petris (D-Alameda) when he 
proposed that the internal combustion en- 
gine be outlawed to California to 1978. 

Not long ago. hU bill would have drawn 
nothing but laughter from his colleagues. 
This year it passed the Senate and had sup- 
port to the Assembly before being defeated. 

Life without one — or two or three — ears 
seems unthinkable to most Southern Cali- 
fornians. But life may be unbearable if auto- 
caused air pollutants are not drastically cur- 
tailed. and before 1980. 

Tbe air can be made cleaner. Just as other 
kinds of environmental pollution can be con- 
trolled. But smog will not diminish untu the 
public demands— and supports— corrective 
action. 

ExPBBT 8ATS Cities Don't Have Choicx Be- 
tween Clean. Distt Aib— Canadian Econ- 
omist Tells Scibncts MzBion: Ubban Areas 
Must Decide IFhat Degree ot Contamina- 
tion Is ACCEinABLE 

(By George Getze) 

Los Angeles and other modern cities do 
not have the choice of clean air or dirty 
air. 

The realistic question they must answer, 
according to a Canadian economist, is what 
degree of contamination will be found ac- 
ceptable. 

R. M. Clinkscale said Monday at the. An- 
aheim Convention Center that the quality 
of air available to every city will be a com- 
promise to pollution. 

"The only total answer to air pollution Is 
to put an end to all combustion,” Clinkscale 
said to an interview. 

“Nobody wants to take tbat drastic a cure, 
and nobody -who realizes what would be 
to put an end to all combustion,”. Clinkscale 
said. 

He was a speaker Monday at the 15th an- 
nual technical meeting of the Institute of 
Environmental Sciences. Theme of the 19% 
meeting is in nia environment. 

“There Is a basic cmiatct between those 
who want to use the air for basic life sup- 
port. and those who want to use it for waste 
disposal,” Clinkscale said. 

Ho does not. think the polluters should 
nece»arily have to pay the whole bill for 
cleauli^ up the air as much as is p^ible. 
"There is no market mechanism, to re- 
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solve tbat confilct,” be ssld. "That is, there 
Is no economic method that would solve the 
problem of pollution through the ordinary 
workings of profit and loss. 

"Tou can't buy and sell clean air, and 
there is no profit Incentive for a firm to pay 
for waste disposal when It doesn’t have to," 
he said. 

In Southern California, Cllnkscale pointed 
out: the polluters and the people who want 
the air chiefly to breathe are the same peo- 
ple — ^the automobile drivers. 

Cllnkscale does not think many local com- 
munities have really thought this out, es- 
pecially how much It will cost. 

Los Angeles, he said, has done far more 
than any other city In the world, but even 
In Oaltfomia it has not been entirely de- 
cided how cleaning up the air will be paid 
for. 

For Instance, Cllnkscale said, strict con- 
trol of automobile emissions will not be 
enough. There will have to be periodic In- 
spections of the control devices and systems 
to be sure they ^‘^ofklng properly. Such 
Inspections will he expensive. 

“Every community or air basin will have 
to decide what level of air quality It will 
enjoy — and how that quality will he paid 
for,” Cllnkscale said. 

"It’S the paying for it that will determine 
the quality.” 

Threat to Survivai., Scientist Warns; Air 

PonuTipN Peru,; Ice Aok or Hot House 
(By George Getee) 

Continuing air pollution will bring about 
one of two conditions — both highly un- 
pleasant and both dangerous to man's sur- 
vival on earth, according to Dr. A. J. Haagen- 
Smlt, chairman of the Air Resources Board. 

Dr. Ba^en-Smit said Wednesday that one 
result of air pollution may be to produce the 
famous "greenhouse eSect” that would beat 
up the earth’s atmosphere and make earth 
more like Venus Is thought to be. 

The other pos^blltty Is for ttie Increasing 
amount of pollution particles In the atmos- 
phere to act like a screen to keep out the 
sun's rays, resulting In a drastic lowering 
of the temperature and a new period of 
glaciers. 

Scientists are worried about both posalblll- 
tlea, with some-considering the cooling off 
more likely and others the heating up. 

"We don't know yet which achool Is right," 
Jhr. Haagen-Smlt said. 

"But we'd better do something before we've 
either melted the polar Ice caps and flooded 
the world's biggest cities, or before we have 
to BuOer through an era of gladatlon." 

Dr. Hai^n-Smlt is professor of bio- 
organic chemistry at Caltech and the scien- 
tist responsible for fixing the blame of Los 
Angeles smog on the automobile. 

It was he who discovered the chemical 
make-up of photochemical smog; that is, 
smog that Is the result of the eilect of tight 
on organic pollutants in the atmosphere. 

Be said this generation Is seeing important 
man-made changes in the atmosphere of 
earth. 

"In burning the fossil fuels of coal, oil, 
and gas, we are Increasing the carbon dioxide 
in the sir by about .03 percent every year. 
This concerns many scientists who predict a 
Use In temperature because of the insulating 
eSeet of carbon dioxide.” 

Dr. Haagen-Smlt ssdd other experts point 
out that the Increase of the load of particles 
carried In the.attnosphere (that Is, its general 
dirtiness) could lead to a decrease In tem- 
perature because of Increasing reflection Of 
the sun’s rays by tbls layer of particles. 

“Our ancestors lived In the happy cer- 
tainty that the earth was infinite, that there 
was enough soil, water and air to go around 
forever,” he said. 

"But now-looking at the earth from an as- 
tronaut's vantage point, we have begun to 
realize tbat the earth isn’t so big, and tbat 
the apparent stability applies only to our own 
time, an infinitely small thing in the time 
scale of geologic changes.’’ Dr. Haagen-Smlt 
said. 

Dr. Haagen-Smlt spoke at the International 
symposium on man and beasts sponsored by 
the Smithsonian Institution In Washington, 
D.O. 

Smog Psrh-ino Desert as Health Site, State 

Told — Riverside Countt Official Seeks 

Help To Halt Plow op Pollution Through 

(By George Getze) 

Air pollution upwind from the Coachella 
Valley may mean the "twilight of the desert” 
as a health and recreational area, a Palm 
Springs man Tuesday told the State Air Re- 
sources Board. 

fVed Metheny, representing the Regional 
Anti-Pollution Authority of Rtvnslde Coun- 
ty. asked the ARB for “protection from the 
smog Inva^n from the weot.” 

San Gorgonlo Pa^,' Metheny, said, la like 
a sho^pin aimed at the hearts ^ Palm 
Springs, Palm Desert. Indian Wells, Des^ 
Hot Springs, Indio and other towns In the 
desert. 

The ] 


erside, Pontana, Los Asgeieis and other areas 
west of the low desert mi^, MeUieny said. 

Metheny wsu a witness before the ABB in 
tbe first of a series of public hearings to dis- 
cuss aAi quality standards for the whole 
state, Other bearing will be held in San 
Francisco. Sacramwto, Luis Obispo and 
Eureka. 

OPPOSra TO COMW i W gll O N 

Metheny said the desert oommunltles 
which banded together In the antl-elr pol- 
luUon authiCMlty are opposed to the construc- 
tion of power stations, reflnaties and other 
Industry in the Beaumoat-Bannlng area In 
San Gorgonlo Pass. 

He asked Dr. A. J. Haagen-Smtt, chairman 
of the ARB,' for advice on how 'to prevent 
their construetitm. 

Dr. Haagen-Smlt said be had asked the 
attorney general’s oOce vrbat could legally 
be done by one ccunmunity to control air 
pollution in a neljdihoiing ocamnunlty. 

His advice to Metheny and the desert 
communltlee was to make their own air qual- 
ity standards as sladct as possible, and then 
tiy to persuade tbe Riverside County Board 
of Supervisors to refuse permits for Indus- 
trial construction In tbe pass. 

If tbat do^nt work, the question wtU have 
to he worked out In the oourte. Dr. Haagen- 
Smlt advised. 

He said miforcement of air quality stand- 
arde throu^wnt Uie state will allertate the 
problem faced by the resmt communities 
that are subjected to tiie air potlutlon of in- 
dustrial uei^ibars upwind. 

The ARB. Dr. Haagen-Smlt said, is con- 
sidering setting air quality standards for six 
pollutants. They are oxidants (including 
ozone) , carbon monoxide and nltrt^en di- 
oxide, all important elements of automobile 
smog like that in Los Angeles, EUid sulfur 
dioxide, hydrogen sulfide and man-made 
dust, which the Air Pollution Control Dis- 
trict has largely controlled In Loe Angeles 
but which are serious nuisances elsewhere. 

WORK OUT STANDARBS 

The standards being considered were 
worked out by the State He^tb Department 
and the Alffi’s tedmlcai advisory committee, 
and are as follows: 

Oxidants (Including ozone) . a density of 
40 parte per million lasting an hour. 

Carbon monoxide, .20 ppm tor 8 hours. 

Sulfur dioxide. .10 ppm for 24 hours, or 
AO ppm for 1 hour. 

Particulate matter, or dust, enough to 
reduce vtsibUlty to miles on the smogglest 
days. 

Hydrogen sulfide, .03 ppm for l hour. 

Nitrogen dioxide. .2S ppm for 1 hour. 

Dr. Haagen-Smlt explained that when these 
standards have been adopted It will be tbe 
duty of the ABB to see to it tbat local and 
state authorities enforce them. 

Local communities, such as Palm Springs, 
may have standards stricter than those adop- 
ted by tbe state. 

The oxidant, or ozone, level Is the one used 
to determine the degree of smog In Loe 
Angeles and tbe one on which smog alerts 
and the new special school warnings to 
reduce exercise are based. 

In a special report presented by the ARB 
Tuesday, downtown lios Angeles was shown 
to have had 178 days In 1987 In which the 
proposed oxidant level was exceeded. (Tbat 
year is tbe most recent for which statistics 
have been completed.) 

Azusa had 236 such days that year, Pasa- 
viena had 213; Burbank. 204; Pomona, 207; 
Anaheim, 162; Santa Ana, 69. 

Salinas, In Monterey County, had 9: San 
Rafael, in Marin, bad 17; Sso Francisco had 
13; San Jose, Si; San Diego, 36; Sacramento, 
49; San Bernardino, 173; Cucamonga, 217; 
Fresno, 98, and Oakland. 26. 

Another table in the same report compared 
1967 oxides of nltrr^n emissions In four 
metropolitan areas. 

Los Angeles-Orange County’s dally emis- 
sions averaged 939 tons, of which 676 tons 
of oxides of nitrogen came from automobile 
exhausts; 40 tons from oil refineries, and 268 
^om Industrial burning of fuel. Other 
wurces were minor. 

San Franctsco-Oakland's dally emissions 
averaged 600 tons, of which 273 emne from 
auto exhausts, 189 from Industrial fuels and 
only 9 tons from oil producers. 

^n Dlegob average dally tonnage of oxides 
of nitrogen wee I'm, 92 tons of which was 
from automobiles and 66 toiu from Industrial 
fuels. 

Ilie August-September issue of Na- 
tional Wildlife, the excellent publication 
of the Nationid Wildlife Federation, 
contains a new feature called the EQ — 
EnvironmentEd quality — index. And, of 
the six components nuddng up the total 
Index — air, waiter, smls, minerals, for- 
ests, and wUdllfe-rthe quality o£ our 
Nation’s air rates lowest. In making its 
rating, Natlimal Wildlife said this; 

Air pollution la probably the most serious 
threat to our Environment Quality. It Is a 
silent killer whl^ boveia over every dty In. 
our nation and touchea 'Uie creatures of tbe 


polar life zones. 

So our Air Quality Index stands at .very 
bad. The Trend ; We are lodng. 

It is a frightening kind of pollution that 
colors our skies, burns our eyes, blackens 
our lui^ Ossuos. darkens our white houses, 
dissolves nylon stockii^. corrodes metal, 
hardens rubber, and dusWKiats everything. 
I must clean the apples from my trees. Rain- 
water Is no longer good for washing hair, 
my daughters, tell me. • 

And air pollution Is worse than it looks. 
Particles are the only air pollution you can 
see; the deadly gasses are Invisible. It is sus- 
pected that polluted air Is a major factor In 
causing emphysema, bronchitis and lung 
cancer. 

When London was hit by a four-day "killer 
sme^" In December, 1962, the “excess death 
toll” was esUmated at 3A00 to 4,000 persons. 
In 1948 a stagnant air mass over Donora, 
Pennsylvania, choked Its 16,000 residents, 
killed 20 and made more than 6,000 sick. 

Automobile exhaust Is by far the greatest 
poUutw, followed by home heating. Industry, 
and the burning of garbage and other wastes. 

Belatedly, some progress is being made to 
control It. The National Air Polluticm Con- 
trol Administration Is attacking the prob- 
lem on a regional basis, with primary re- 
sponsibility for clean-up resting with state 
and local governments. The country Is being 
divided Into 67 Urban-Industrial Air Quality 
Regions and. hopefully, by the summer of 
1970 local authorities will have set up air 
quality standards to be enforced by state and 
local officials. If they fail, the Federal gov- 
ernment may then step In and enforce the 
standards. 

All but four states — South Dakota, Ne- 
braska, Alabama and Maine — have air pol- 
lution control laws now. 

But that is only the start of the battle. It 
Is amazing bow little Is known yet about 
the full effects of air pollution on human 
health, and bow little we are spending to 
control It. 

Air pollution Is the more serious kind of 
pollution since once in the atmosi^ere man 
is helpless and must rely on nature to purify 
it. (And tftat means washing it down to our 
land, where It goes into our rlvM-s and on to 
the eea.) As Umg as we are so shmrt-slgbted 
as to use the atm<xq>he» as a garbage dump, 
our air will become dirtier and more dan- 
gerous, 

The current quality of our air is a 
national disgrace. And America’s auto- 
motive syndrome has beesi the major 
contributing factor to the steady decline 
of that qu^ity. For years. Government 
attempted to use the carrot approach to 
entice auto manufacturers to do some- 
thing about the problem, and for years, 
the manufacturers procrastinated as 
they claimed that they were indeed do- 
ing all they could do. 

As I quoted In my letter to Attorney 
General Mitchell, Los Angeles Coimty 
Supervisor Kenneth Hahn started writ- 
ing the manufacturers back in the early 
1950’s, asking them what they were do- 
ing to ease the mounting smog, Each 
year or so, Hahn would write, and each 
time, he would receive back equally eva- 
sive answers. Finally, as Supervisor Hahn 
wrote In a letter to President Johnson: 

I have found out that you cannot "co- 
operate" or urge them ''voluntarily" to do 
the Job. 

And so, If the carrot does not work, it 
is time to use the stick. The stick was 
wielded by the Justice Department In 
bringing this important suit, and I hope 
It Is used more and more as needed. 
But, to opt for a consent decree in this 
case would amount to dropping the stick 
altogether. Were that done, I am sure 
the results would be disastrous. 

The time Is short before the Justice 
Department makes its <dioice on the man- 
ner of deciding this suit. The need for 
a public trial Is overwhelming. Already 
20 or so Members have expressed th^r 
views on the necessity for this public 
hearing, and Z would hope that similar 
sentiments are soon forthcoming from 
many more of my colleagues as well as 
from all citizens and organizations who 
are worried about the quality of our 
delicate environment. 
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Itlon is smog from Rlv- 
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September 16, 1969 

RALPH nhlMR CRmOZES CON- 
SENT DECREE IN SMOG CASE 

HON. GEORGE E. BROWN, JR. 

OF CAS-tFOBNlA 

IN THE HOUSE OT" KBPRESESTATIVES 
Tuesday, Septemb^ 16, 1969 

Mr. BROWN of California. Mr. 
Speaker, last week the Justice Depart- 
ment took a giant haekward step in the 
enielal struggle to maintain the quality 
of this Nation’s atm<sphere when it asked 
for a consent judgment in the antitrust 
suit brought against automobile manu- 
facturers who were accused of conspiring, 
to retard development of effective smog 
ccmtrols'. 

My view of the Justice Department ac- 
tion Is that the Nixon administration 
sold out ow right to have clean air so 
that automobile manufacturers can 
maintain sizable proat margins. Over the 
i»st weeks, I have attempted to impress 
both Attorney General Mitchell and 
Antitrust Division Chief Richard W. 
McLarai with the importance of hold- 
ing an open public trial In this vital case. 

Certainly I have not been alone in this 
effort. Many other concerned Members 
of the House, along with numerous In- 
dividuals and organisations, also urged 
the Justice Department to call for an 
open trial. In two instances, there were 
interventions into the case from a large 
government unit, Los Angles County, 
and a private group, ASH, as indications 
of the impoi’tance of the overall i6.sues at 
. stake. But. so far, all have been of no 
avail. 

Dnder court proceedings employed in 
antitrust stuts, the decision by tlie 
district court will not be made unhl 30 
' days after the decree was requested, and 
during this period, the ledger is open for 
all concerned parties to attempt and 
contest awarding of the decree. 

• -Major drives already are undervray to 
try and sway the court and the Justice 
Department to reverse last Thuraday's 
move, and instead ask for the open trial. 

Today, 1 have.received a letter written 
to Mr. Meliaren by Ralph Nader in which 
Mr. Nader takes a deep and quite critical 
look at the consent decree itself, and at 
the larger Issues which pervade this case. 

L believe this letter serves as a pene- 
trating blow to the Department’s alle- 
gatioxM that the decree contains all that 
the Government desired in its original 
complaint. 

Therefore. I would like to put into the 
Rscord at this point three items; First, 
the Justice Department press release 
t^ing about the consort judgment: sec- 
ond, the cons^t judgment; and finally, 
Mr. Nader's letter: 

Depastmeki or JvsricB Relsasb, 
Septekbee U. 1969 

'rtie Department of Justice filed to^y a 
proposed sntiituat consent decree prolilbit- 
tog the four nxajcr &uto manufactuiera and 
the AutamoSUe Manufacturers Association 
: from conspiring to delay and obstruct the 
development and installation of pollution 
coRtrol devices for motor vehtcles. 

The decree also requires them to stake 
availaUe to any and aX, aj^licasts royalty- 
free patent llcersses <»i air pollution oontnd 
devices and to make available technolc^lcai 
information about these devices. 

Attorney Oeneral John N, Mltdiell said the 
decree, filed with the United States Dlrtrtet 
Court in 7..03 Angeles, would be subsaitted to 
■the court for final approval In 30 days. li* 
provSsioES would &e«ane ^eettve saimedf- 
&tely ther^fter. 

The proposed dacs^e. signed by General 
Motors Corporation, Ford Motor Ownpany, 
Chrysler Corporation, Amadoan Motors Cor- 
poration. and the As-soclatlon. would coa- 
elade'a civil antitrust -suit .filed 1^ the 
DepM-tinent on January 10, 1969. 

Mr. Mitchell said that the proposed decree 
“represenW strong federal aotdon to encourage 
widespread competitive reeearoh and aiarket- 
Ing of more eSeettve auto antl-polluHcm 
dsviess." 

Ms.. IStcKell said tiiat a continuation of 
the suit — which may have taken ye«fs in 
court lltigatlon—would have delayed Justice 
Department efforts to end the alleged con- 
spiracy and its efforts to encourage Immedi- 
ate action by the nutomobUe companies.' 

■me Attorney General said that the KU^ent 
decree should ^mr aggressive canpetitivs re- 
search and development efforts by each auto 
company and.hy other companies, and there- 


fore should prove to be a substantial benefit 
to the health and iKlfore at all metropolltaa 
area residents— espe^Uly tii»e in the 
Angela B^n has most serious 

smog {aoblem in tite nation. 

The Attorney Gmieral also said that the 
judgment is In line with the massive anti- 
smog program announced two weeks ago by 
Or Lee A. XhiBridge-Pretident Nixon's science 
advisor, at a of the Resident's En- 

vlronmtarhti Coun^. 

Dr. l)uBrldge said, “Nowhore is there a 
greater need for ur^ncy than In the field of 
air pollution, which aSects directly the 
health and comfort of our people. I think 
spee^ r«c<^tton of Uibt coas will promete 
competitive researeh and dewi^ment tn the 
design and instalhitkHt ^ smog control de- 
vices and represents an tn^rartant step for- 
ward in the fight against pOUutimi.” 

The Department of He&h. Education, and 
Welfare, which adndnlsten the Clean Alt Act, 
and the r^n^entatives cd the Air Besources 
Board of the State of CsItfMnia. have es- 
pre^ed satisfaction with the terms of the 
proposed consent decree. 

AselEtont Attorney ^neral Richard W. 
McLaren, head of the Depaetment^s Antitrust 
Division, said the judgment represented a 
successful conclusion to a suit filed only eight 
. months ago. 13a pidnted out that the Govern- 
ment had aebteved all significant relief 
sought in the complaint &hd all that could 
have. been obtained after a full trial. In addi- 
tion. he said, the Government had obtained 
certain relief pertaining to auto safety. 

Mmreovw. Mr, McLaren noted that the pub- 
}lo beoefits of the decree wUI be realized im- 
mediately. instead or after protracted and 
uncertain nilgatlcn. 

Main provisions of the pre^msed Judgment 

The auta laanuxacturers and the Associa- 
tlcn are jxrt^ibite] from restraining in any 
way the individual decisions of each auto 
company os to the date when it wilt install 
emission control devices, and from restricting 
publicity a'bout research and development in 
this field. 

They are prohibited from agreeing not to 
file io^tidual statements with government^ 
agencies concerned with auto emission and 
safety standards, and from filing Joint state- 
ments on such standards unless the govern- 
mental i^ency involved expressly authorises 
them to do so. . 

They, ate required to withdraw from a 
1555 cross-ilcensisg agreement' and to grant 
royalty-freo lleensea on auto emission cos- 
•troi devices under patents subject to the 1966 
agreement to aU who may request them. The 
A^oeiatlon is also required to make available 
ail technical reports exchanged by the four 
auto producers in the past two years under 
the 1965 agreement. 

They an prohiMted from agreeing to ex- 
change their companies’ oonfldentlat infor- 
mation relating to emission control devices 
or to exchange patent rights covering future 
inventions in this area. 

They are ordered todlacontlnue their J<«nt 
assessment or patents on auto emission con- 
trol devices offered to any of them by out- 
side parties as well as their practice of re- 
quiring outside parties to license all of them 
on equal terms. 

The original suit, charging violation of the 
Sherman Act. said the defendants and others 
delayed the manufacture and installation of 
auto emission control devices by agreeing to 
suppress competition among themselves in 
the research and development of such devices. 

To this end. the smt asserted, they agreed 
that all industry efforts in this field should 
be uad^token os a noncompeUtive bacfs; 
'that efuHi would install such devibes. only 
simultaneously with the others; and 'that 
they would restiict pubJIctty about research 
efforts in the auto air pollution field. 

The complaint charged that or at least 
three sepzn^ occations the defendants 
agreed to is? to delay the installation of 
auto emlstion ocmtrol deivicos. 

The suit also charged the defendants with 
having agreed not to compete with each other 
in the purchase of patent rights covering 
such devices from outside parties. The WJit 
asmrted that the defendants and others had 
agreed in ]%D to share their pat«2ts In this 
field with each other on a royalty-free basis, 
m addition, the suit said, they agreed to ap- 
praise jointly any patent foe an emiffilon con- 
trol device offered to any <nie of them by an 
outside party, and each agreed not to accept 
a patent licwise from any outside party with- 
out Insisting on equal treatment for the 
others. 

Named os co-conspintors In the suit, but 
not as defendants, wen Checker Motor Corpo. 
ration. Diamond T Uotm' Oar Conqmny. la- 
temationsl Harvester Cem^any, S^dohakn 
Corporation, White Idotor Corporation, Kaiser 
Jeep Cozporatlon, ud Mack Trucks, Zac. 

[United StatMDlsialot Court, Central 
District of CMltondaj 

SriTOi.a’noB WM» Entot of Consent Jubs- 
MEsrr— Cwn, Jtoirow Vo. e9-V5-JWO 
Vitited States of Amatea. PULintiff, v. 

Automoyita Manufaehtrere Assoeiatton, 


Jno.; General Motors Corporation; Ford 
Motor Company; Chrysler Corvomtion; 
and American Motems Corporation, He- 
lendants 

It is stipulated by and between tbe under- 
signed parties, by their respective attorneys, 

(1> The parties consent 'that a Final 
Jai%ment in the form hereto attached may 
be filed and entered by the Court at ssxy time 
after the expiration of thirty <30} doys fol- 
lowing the date of filing of this Stipulation 
without further notice to any party or other 
proceedtiigs, either upon the motion of any 
party or upon the Court’s own motloa, pio~ 
vided tiiat plahvtiff has not withdrawn its 
consent os jBr>vided herein; 

(2) The plaintiff may withdraw its con- 
sent hereto at any time within said period oi 
thirty (30) days by serving notice thereof 
upon the other parties hereto and filing said 
notice with the Court; 

<3) In the event plaintiff withdm-ws its 
consent hereto, this Stipulation shall be of 
1M> effect -whatever In this or any other pro- 
oeedlng and the making of this StipuIatlMl 
shall not in any manner prejudice any con- 
senting party In any subsequent proce^ings. 


E^ded; September 11. 1969. 

For the Pla'atiS: 

llICKARD W. MOlAOXlV. 

Assistant Attorney General. 
Baddia J. Rashid 
Lewis Bernsiecn 

WmUAM D. KitEoa^ 

Serkaso M. Hoix&ussn 
Ai-nEW 3. McAi.i'XSTEB 
CkablesF. B. McAeeeii,. 

6. Brooke Asuat, 

Attorneys, Department of 

Jitstice. 

For the Defendants r 

IkOTO N. Costts, 

Attorneys for Defendant, 
AutomoWe Manufacturers Association, Inc. 
Mabcus Maftsoh. 

Affomeys for Defendant, 
Generet Motors Corporation. 
Carl 3. Sckuck, 

Attomeye for Defendant, 

Ford Motor Oorfipany. 
pKmip K. Vesieoee, 
Afforitey# for Defendant, 

Chrysler Corporatian, 
Allviv o. Kxsva, 

Attorneys for Defendmi, 
American Motors CorporaUon. 


[United States District court. Central Dls- 
ttiot of California] 

(Civn. Action No. 69-75-JWO) 
(United States of AmerioOf Plaintiff, v. Auto- 
mobde Kanvfaeturers Association, Inc.; 
General Afofors CWpomflofi; Ford Motor 
Company: ChrysHer Oorpofation; and Amer- 
ican flfofort Corporation, Defendants) 
TtnKL JUBStiENT 

'Dts plaintiff, Ualted States of America, 
having filed its cumpiaint bereln on Anuary 
10, 1869, and the plaintiff and the defend- 
ants by their respective attorneys having 
severally consented to the entry of this Float 
Judgment without trial or adjudication of 
or finding on any issues of fact or law herein 
and without this Final Judgment constitut- 
ins evidence or axt admission by any of them 
in respect to any such issue; 

Now. therefore, before any testimony has 
been taken and -without trial or adjudication 
of or iludlng an any issue of fact or law 
herein, and upon eonsent of the parties sa 
aforesaid, it is hereby 

Ordered, adjui^ti and decreed as follows: 
This Court has jurisdiction of the subject 
matter herein and of the parties hereto. The 
complaint states a claim upon which relief 
may be granted against the defendants under 
Section 1 of the Aot of Congress of July 2, 
1890, entitled "An act to protect trade and 
commerce against unlawful restrMnts and 
monopoUes,” oominonly koo-wn as the Sher- 
man Antitrust Act, OS amended. 


As used in this Final Judgment: 

(A) “Devices” means air pollution emission 
eontrol des^s. devices, equlpmmit, metiioffe, 
or parts thereof, for motor vehicles. 

(8) "Restricted information" means all 
unpublished information of the type usually 
classified as company confidential eonoEra- 
ing applied as dlstir«uished from basic re- 
search In, or coimerning the development, in- 
novation, manufacture, vise, sale or Snstalla- 
tlon of Devices: It includes trade secrets, ua- 
publlshed company policy, and other unpub- 
lished technical information for developing, 
making, impiovlng. or lo-werlng the cost of. 
Devices by a motor vehicle manufacturer. 
•■Restricted information” shall aot mean (1) 
information concerning basic research in 
gaining a fuller knowledge or understanding 
of the presence, nature, amount, cauaes, 
sources, effects or theories of control of 
motor vehicle emissions in the atmosphere, 
or (1!) information relating primarily to' 
equlpiiiKit, methods or procedures for -the 
testing or measurement of Deview, or (Jli) 
information for or resulting ftom the testing 
or measurement of production prototypes of 
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Devices of an advanced stage e:cchanged 
solely tor such purposes. Information shall be 
deemed to be published when it is disclosed 
without restriction to the public, or to media 
of general ctrcalatlon, or to the .trade press, 
or to meeting of stockholders, dealers, or 
flnanolal analysts, or to meetings of profea- 
slontU, sclentlf.c or engineering societies, or 
committees thereof, the membership of 
which Is not limited to persons employed by 
delendants or by motor vehicle maaufacttir- 
ers, or to meetings called by representatives 
of Federal, state or local governments or 
agencies authorized to issue motor vehicle 
emission control regulations. 


The provisions of this Plaal Judgment 
shall be binding upon each defendant and 
upon each of ita subsidiaries, officers, dirac* 
tors, agents, servants, employees, successors 
and assigns, and upon all other persons 1« 
active concert or participation with any of 
them who shall have- received sctual notice 
of this Pln^ Judgment by personal service or 
otherwise, but shall not apply to any ^ns- 
aetlon between or among a parent company. 
Its subsidiaries, oflilcers, directors, agents, 
servants and/w employees, Kothing In this 
Final Judgment shall have any effect with 
respect to any activities outside the United 
States which do not adversely and subBtan- 
tially affect the foreifs commerce of the 
United States. 

(A) Each defendant Is enjoined and re* 
strained from; 

(1) Combining or conspiring to prevent, 
restrain or limit the development, manu- 
facturv. installation, -distribution or sale of 
Devices; 

(2) Entering into, adhering to. enforcing 
or claiming any rights under any provisions 
of any agreement, arrangement, understand* 
Ing, plan or prt^am (hereinafter “agree* 
ment”) with any other defendant or manu- 
facturer of motor vehicles or Devices: 

(a) So exchange restricted informataon; 

<b) to cross-license intents or patent 
rights on Devices which crosa-Ucenae in* 
eludes patents or pa-.ent rights acquired 
subsequent to the date of any suoh cross- 
license; 

(c) to delay installation of Ilerioes ot 
otherwise re&traln individual decisions as to 
installation dates; 

(d) to restrict publicity of research and 
development relating to Devices; 

(B) to employ Joint assessment of the 
value o! patents or patent rights or any third 
party ralatlng to Devices; 

(f) to require that acquisition of patent 
rights relating to Devices be . conditioned 
upon availability of such rights to others 
upon a mo6t*favored*purehaser basis; 

(g) to Ale. In the absence of a written 
authcrisatlon fox- a Joint etatwment by the 
agency involved, -with any govwiunental reg- 
ulatory agency In the United States author* 
laed to Issue emission standards or regula- 
tions for new motor vehicles or federal motor 
vehicle safety standards or regulations, any 
Joint statement regarding such standards or 
regulaboss except Joint statemente relating 
to <l) the. authority of the agency invoivtd, 
(ll> the draft.smasship of or the seientiAo 
need for standards or reguUclons. (ill) test 
procedures or test data relevant to standards 
or regulations, or (iv) the general engineer- 
ing requirements of standards or regulations 
baaed upon publicly available InfMmatton; 
provided that no Joint statement shall be 
filed which disctuises the ability of one or 
more defendants to conpiy with a particular 
standard or regulation or to dc so by f. pai-* 
ticwlar time, in the absence of a written 
agency authorization for such a Joint state- 
ment. and provided also that any defendant 
Joining in a joint statement shall also file a 
statement individually upon written request 
by the agency involved; or 

(h) not to file individual statements -wl-th 
any governmental regulate^ agency in the 
United States authorised to Issue ^nlsslon 
i^ndards <w regul&tlocs for new motor ve- 
hicles oi Federal motor vehicle safety stand- 
ards or regulatiom. 

(B) Nothing in this Final Judgment shall 
prohibit any defendant; 

(1) from fuml-ihing or acquiring any re- 
stricted information for the defense or prose- 
cution any litigation or cimia; 

(3> from entering into or performing 
under any other-wise lawful agreement with 
any other person or conducting bona fide 
negotlatitms looking to auy.sucli agreeiuetil; 

(a) for the purchase or sale of specific 
commercial products; 

(b) tor the Uoeuse lyi specific esisUnf pat- 
ent rights <fc from including in any such 


agreement ^ovision fer a nonexcl-uslve 
grant-back ot patrat rights cm Improvements 
obtained by riie licensee during the tenn of 
the license or a riWPBble period thereafter; 

(c> few 13te ^Bobase, sa^ Ueense of 
exlaUng rsbricted tntonaatlon or 
specific engineering services reladr^; to De- 
vices ot from including In any such agree- 
ment provlrion lor a mmezclusive grant- back 
patent rights impnvemmits obtained 
by the licensee dming Ae temi ^ rite license 
or a reasonable perimi thereafter; 
or frem fumhditiig or acquiring any re- 
strloted Information directly relating 
thereto: 

(3) from entering into, renewing or per- 
forming undCT uiy otixwwlse lawful agree- 
ment wit^ any noodefendant persem, firm or 
coeporation that do» not account for more 
than 2% of world production of motor vehicle 
pBseer^er car. taqick and bus units in the 
calendar year precedti^ the entering into or 
renewing such agreement (See Appendix A); 

(A) ftcsn entering into, renewing or per- 
forming under any sgceacient whisb lo sub- 
mitted In writing to the plalnUff and to 
whloh plaintiff consents in writing. 

(O) No1tal>^tluSecU(HiIV(A)(2)(a) shall 
prcfiitbit any defendant from engaging in 
any aorivKy outside fixe United States rea- 
scaiabiy necesaary: 

(t) to the development of. response to, or 
oaaxptliMoa with «clsting or proposed vehicle 
emission laws, regulations or standards of a 
foreign governmental body, or 

(2> to -the performance under any other- 
vdse lawful agreement tix the producUcm stf 
motor vehicles oublde the united States with 
any person, firm or corporatlcm not engaged 
In the production ot motor -vehicles In the 
United States at the time of entering Into or 
renewing such agreement. 

(A) Each manuracturlng defendant Is or- 
da-ud and directed to exercise Its rl^t to 
withdraw from the AMA cross-licensing 
agreement of July 1, 19S6. as amended, and 
to take euoh stepc ae are xteoeeoary to ee- 
cotnplish said withdrawal within one hun- 
dred twenty (120i days from the date of 
entry of this Pinal Jud^ent. NotvlthstaiKl- 
Ing such withdrawal defendants may con- 
tinue to exercise thoec rights and claims 
relating to royalty-free licenses under the 
cross-licensing agreement which have ac- 
crued \>p to the date of entry of this Final 
Judgment. 

(B) Defendant AMA Is ordered and direct- 
ed to relinquiah its responslbiltuee uaCer 
the AMA cross-licensing agreement of July 
1. 186S. as amended, within sixty (60) days 
from the date of entry of this Pinal Judg- 
ment. 


(A) Upen written request therefor and 
subject to the conditions set forth herein: 


<1) Each manufacturing defendant is cr- 
dered and directed to grant to any person 
to the extent that it has the power to do so 
a nonexclusive, non-transferable and royal- 
ty-free license to nake. have made, use. lease 
or sell Devices under any claim of any 
United States patent or any United States 
patent application owned or controlled by 
said defendant or under which ft has sub- 
licensing rights, which patent was issued 
or application was filed prior to the date 
of entry of this ifinai Judgment and li- 
censed under the AMA cross-JlcenslBg agree- 
ment of Jnly 1. I98S. as amended, provided 
that If the manuracturiDg defendant U ob- 
ligated to pay royalties to another on the 
sales ctf the licensee the license under this 
paragraph may provide for the payment of 
these same royalties to the defendant; 

(3) Itech manufacturing defendant shall 
grant to any licersee xinder (1) above to 
the extent that It has the power to do so. 
an uiununlty from suit under any foreign 
counterpart patent or patent s^pUcaUon 
for any ja-oduct manufactured In the United 
States under the Uceose for sale abroad 
or for any product manufactured abroad 
and sold in the United States, provided that 
If the manufacturing defendant Is obligated 
to pay royalties to another on the sales of 
the licensee the llosnee may provide for the 
payment of those same royaJUes to Sie de- 
fendant; and 


(3) Defendant AMA is ordered and di- 
rected to make available few examination 
and copying by any person the technical 
reports In its possession or control prepared 
or sxchan^d by defendants pursuant to 
said oross-ticense within two ^aes priw to 
rile entry of this final Ju^ment^ which 
In Appmtdlx B; 


provided that such person agrqea to offer 
each Blgdatory party to the AMA cross-ll- 
censlng iigreemcnt of July 1. 196S, as amend- 
ed, and any subsidiary thereof a nonexclu- 
sive license tor a reasonable royalty aad upon 
reasonable terms with respect to any patent 
or patent application, domestic or foreign, 
thereafter obtained or filed by suoh person or 
under which licensing rights are obtained 
by such person which is based upon or em- 
ploys Devices licensed or about which In- 
formation is supplied pursuant to such li- 
cense or otherwise under this Section VI(A}. 

(B) Any existing licensee of any manufac- 
ing defendant shall have the right to apply 
for and receive a license or Ucenses under 
this Pinal Judgment In substitution for Its 
existing license or licenses from any manu- 
facturing drfendaat, Icsof^ as Juture obU- 
^rioas and licenses are concerned. Any li- 
censee shall be free to contest the validity 
and scope of any licensed patent. 


Defendant AJAA Is ordered and directed to 
mail a oopj this Final Judgment to all 
signatories to the AMA crnss-floensl-ng agree- 
ment of July J, I95S, as amended, and to all 
known domestlo manufacturers of motor 
vehicles and motor vehicle engines within 
thirty (30) days from the date of ent^ of 
this Final Judgment, and to Issue a press 
release to the domestic toade and business 
press relating the suiKtaiice of the Final 
Judgment. 


For the purpose of determining or securing 
ccanpUauce with tlds P'lnal Judgment, duiy- 
authorteed representatives ttf the Depart- 
ment of Justice shall, upon written request 
of the Attorney General, or the Assistant 
Attorney General la charge of the Antitrust 
Division, and on reasonable notice to any 
defendant made to Its principal office,' be 
permitted, subject to any legally recognized 
privilege, access during the office hours of 
said defendant to all books, ledgers, accounts, 
correspondence, memoranda, and other rec- 
ords and documents In the possession or 
under the control of said defendant relating 
to any matters contained in this Final Judg- 
ment, and subject to the reawnable conven- 
ience of said defendant and without re* 
atralnfc or taterferenee from it, to Interview 
officers or employees of said defendant, who 
may have oouawl preseat, regarding any 
such matters. Said defendant, upon the writ- 
ten request of the Attorney General or the 
Asalstant Attorney General in charge ed «ie 
Antitmet Divieicsi, shall submit suoh writ- 
ten reports with rcBpeot to any (tf the mat- 
ters ccmtalned in this Final Judgment as 
from time to time may be requested. No in- 
formation obtained by the means provided 
In this SeottOQ ehall ha divulged by any rra- 
reeentattve of the ot Justice to 

any person other than a duly authorised 
representative of the Executive Bmiutti of the 
plaintiff, except in the course of legal pro- 
ceedings to which the United Btatre is a 
party ror the purpose of steurlng ocrntpiiance 
with this Final Judgment or as otherwise 
required by law. 


Seowon rV(A) (3) (a) and (g) of this Pinal 
Judgment ahril eiqilre ten years after the 
date of entry hereof, provided that plaintiff 
may apply to riils Court for the eonSlnuatton 
of one or both of said provisions, auch appli- 
cation to be made not later than tunc years 
after the date of entry of this Final Judg- 
ment. 


JurisdtcUon of this cause Is retained for 
the purpose of enabting any of the parties to 
this Final Judgment to apply to this Court 
at any time for suoh further orders and direc- 
tions as may be necessary or appropriate in 
relating to the construction of or carrying 
out of riilB Final Judgment, for the modifica- 
tion or vacaring of a«y of the provisions 
tftereoi. and for the purpoK jrf the enforce- 
ment of compitftRce therewith and the pun- 
ishment of violations thereof. 

JSSSE W. CuRTca, 

U,S. District Judge. 

ApRENODC A 

Seotton IV<B)(3! of this Ju^ment was 
pr^>aFed In reliance on the motor rehicle 
production statistics set forth la the follow- 
ing tables contained la Wards 1969 Automo- 
tive Yearbook (3lst edition) published by 
Powers and Company, Inc.. Detroit, Michigan, 
at page 14: 


9 



75 


19Ea WORLD MOTOR VEHICLE PBODVCTION 
laoltading countries! 



Passenger 

TiK^aad 

1988 tnbl 

1967 total 

UnHed Slates 

Canada.. 

8,843,031 

900,527 

J.m7l3 

^649 

je,n3.744 
1.178; 176 

8,992,269 

943,992 

Total 

9.743,558 

2,228,362 

11,971,920 

9,936,261 

Japan 

United Kingdom 

France. 

Italy 

Argentina 

Australia.. 

Netiieeiands 

Inland 

Sweden 

Czechoslovakia 

Yugoslavia 

U.S.S.R 

2,055,821 

. 2,535,423 

. i.gis.rao 

1,833,04/ 

1,544,933 

. . . . 127,965 

340.«l0 

. 2,2» 

158,863 

. . 37.0M 

6(LOOO 

.. 102,907 

. . .. ... 40,500 

311,531 

. 223,330 

126,000 

50, 400 

. 250,000 

2.03<L«S 

571.525 

408,300 

242,570 

118,716 

53.011 

75^006 

2,350 

118,371 

41,000 

7.000 

37.192 

39.600 

81.902 

R.3U 

50,200 

13,680 

SSO.DOO 

4,085.826 

3,106,958 

2.22«,3I» 

2,075,617 

1,633,649 

180.976 

415.000 
4,550 

277,234 

78,000 

67.008 

140,099 

90,100 

393,433 

244.691 

176,200 

64. OW 

800.000 

3,146,486 
2.462, 319 
1,937.119 
2,009,672 
1,542,669 
175.318 
390,119 
4, 383 
225. 300 

09.000 
56,566 
123,751 
6t,400 

362,906 

214,560 

164.000 

63.000 
728, 900 

Total 

11,614,930 

4,462.783 

16. Iff?. 713 


Grand total 

21.358,488 

6,691,145 

28,049,633 

23,690,729 

Nate: Data lor above tabulation drawn from best sources available. Statistks lor some Ited-bteceuiilries based uuoa morttlv 
averages and are subject to sl.ght change. U.S.S.R. lor 1968 is an estimate based upon rtnal 1957 cousts. nwn«'y 

WORLD MOTOR VEHJCLf RROD9CTION-l$fiS 
[26 leading manufaclHcers) 


Ranking Manufacturer Country Cars Trucks Totalises Totalise; 




.. GH 

.. ford 

.. Chrysler 

. . Vfllkswaeen 

.. fiat 

.. Renault 

!! Op»I(GM)..V.'” 

Toyo Kogyo 

.. Citroen 

.. Ford 

.. RM.. 

.. Peugeot-.. 

.. Mitsubishi 

.. CM Vaushell 

.. ford Cologne. ... 

. ChrysIsrSimca... 
.. Osiniler-8eng..... 

. AM Corp 

D. Kogyo 

. Chrysler 

. Chrysler Rootes.. 


England 

.. West Germany.. 


.. West Germany.. 

.. Japan 

.. franca 

.. WestOarmany.. 

United Stales... 
.. Japan 

.. England'.'!”!” 


e.5»,on 

2,396,9M 

1.SSS.391 

l,44^S33 

1,361,751 

S5»,IB9 

S07,OE7 

571,614 

731.000 
553.701 
«46.7I8 
17$. 115 

303.000 
207.206 
330.016 
377,725 
130,253 

3(I6!232 

106,560 

317,240 

216.000 
268.439 

09,296 
219. ISI 
109,102 


028,9/0 5,421, CBS 

623.272 3,020,196 

173.769 1,759.360 

100,400 1,548,933 

89.470 1,391,221 

430.216 1,097,405 

179,204 906.271 

408,220 979,034 

76.000 807,000 

100,017 661,718 

10.000 656,718 

202,994 461,109 

77.600 460,600 

157,815 445.101 

66.200 424.304 

29.900 40/. 70S 

229.723 359.976 

97.272 342.140 

20,923 335,155 

132,257 310,017 

0 317,240 

68,837 204.037 

0 260.439 

171,IB9 260.355 

16.573 235,724 

27,066 216.168 


4.798,301 
2,122,641 
1,305.581 
1.162,250 
1. 312. 215 
832,130 
646,310. 
726. 067 
777.468 
526, 987 
549, 281 
388,323 
500.030 
295,779 
364,919 
405.314 
317.378 
290. 706 
396,646 
149.209 
248.574 
254. 138 
229.050 
225,490 
202,612 
203,312 


Jlole: Because hath produellon and factory sales are used in tho above labuleUon. the at 
uam alirttly. Data used represents vehicles produced in th* indicated locaUons - 
Auto Unisn. BLM was formed In 1960, hence Its 1967 total represents SMC. 


Xt Is contemplated by the parties that 
Watd's Automotive Yearbook 6r any succes- 
sor publication will be the soLtree of the 
statistics necessary to the future interpre- 
tation of the provleions of Section ZV(B) <3> 

Appendix B 

Pursuant to Section VI(A) (3) of the Final 
Judgment the fcillowlng technleas reports are 
Iden titled; 

SVSCOUKITTSS REPORTS TO THE VEHtOLE COM- 

SUSnON PROOVCTS COMKfTTIS:, JANUARY 

1908 

1. Atmospheric Chemistry Pane! Report 

2. Dlesei Bmlssion Panel Report 

(a) Proposed Standards for Motor Vehicle 
Exhaust Odor and Irritation— California 0e- 
partment of Public Health Bureau of Air 
Sanitation — March 1, 1966 — 8 pages 

(b) Proposed Additions to the California 
Administrative Code — Standards for Motor 
Vehicle Emissions, State Board of Public 
Health Meeting June 10, 1966 — prepared fay 
the State of California Department of Pub- 
lic Health —May 4, 1966 — 6 pages 

3. Ad Hoc Engine Depoelte Panel Report 

(a) A Proposed Program to Establish the 
Effect of Combustton Chamber Deposits on 
Exhaust Emissions — prepared by Engine De- 
posit Panel — Januai'y 3, 1087—19 pages 

(b) Proposed Joint AMA — API Engine De- 
posits Program — September 14, 1967 — 7 pages 

4. Ermine and Vehicle Modifleation Panel 
Report 

5. Exhaust Emission Measurement Panel 
Report 

(a) EEMP — Status Report on Future Ex- 
haust Emission Standards — undated — 8 pages 

6. Ad Hoc Group on Exhaust System Heat 
Report 

7. Fuel System Emission Panel Report 

(a) PSBP — Report of Fuel System Emls- 
sioi\ Panel to VCP — July 20, 1887 — 9 pages 

(b) AMC Evaporation System — undated — 
6 p^ges 

<c) Chrysler Closed Vent System — C.V.S. — 
prepared by Ohry.sler — undated — 8 pages 

(d) Crankcase Storage of Evaporative 
Emissions— prepared by General Motors Corp 
— October 25. 1967 — 9 pages 

(e) Charcoal Canister Evaporative Emis- 
sion Control System— prepared by General 
Motors Corp. — Oct<*»r 25, 1967 — 9 pages 

(f) History of Evaporative Control Stud- 
ies — prepared by Ford Motor Company — De- 
cember 1, 1967 — 12 pages 


(g) Crankcase Stori^ System for Control 
of Fuel Evaporative Bmlsslone — ^prepared by 
Ford Motor Company — December i, 1967-^ 
14 pages 

(b) Carbon Air Cleaner Evaporative Con- 
trol System — prepared by Ford Motor Com- 
pary — December 1. 1967—9 pages. 

8. Ad Roc Health C<imjnJctee Report 

9. Heavy Vehicle Panel Report 

(a) Differences between California and 
HEW Truck Test Cycles — prepared by Heavy 
Truck Pane! — June 8, 1967 — 3 pages 

10. New Devices Committee Report 

11. Ad Hoc Traffic Survey Panel Report 
<a) Comparison of General Dursdiliity 

Schedules — prepared by Ad Hoc Traffic Sur- 
vey Panel— undated— 1 page 

12. Vehicle Emission Surveillance Panel 
Report 

(a) Analysis of California Surveillance 
Data— prepared the Auto Club of South- 
ern California and Scott Research Labora- 
tories — dated April 20, 1967 — 8 pages 

SUBCOMMITTEE REPORTS TO THS VEEIICLE COH- 
BUSrroN PRODUCTS' COMMITTEE. MAT 23. 1958 

1. Atmospheric Chemistry Panel Interim 
Report 

2. Engine and VMiicle Modification Panel 
Intcrm Report 

3. Bthaust Emission Measurement Panel 
Intelm Repred; 

(a) State of California Air Resources 
Board — SpeMfication f« Simplified Instru- 
ment Console for Emission Measurements — ' 
13 pages — December 27, 1967 

{b) State of California Air Resources 
Board — Test Procedure tor Approval of In- 
strumen'ts for Garages. Vehicle Assembly 
Line and Reid Station Use — March 6. 1968 — 
8 pages 

4. Fuel System Emission Panel Interim 
Report 

(a) Laboratory Cross<aieck Charts — un- 
dated — 5 pages 

5 Heavy Vehicles Pane! Interim Report 
(a) 1969 Callfcoiila Exhaust Emission 

Standard and Test Pmeedure for Heavy 
Trucks contained in the Federal Register 
pvibllcatlon of January 4, 1968 — 23 pages 

6. Ad Hoc Traffic Survey Panel mterlm 
Report 

(a) Considerations in Traffic Survey and 
Test Cycle Development — NOAPC Meeting of 
March 29, 1968 — prep^d by Uie Ad Hoc 
Traffic Survey Panel— April 5; I9S8 — 2 pages 


7. Vehicles Emission Surveillance Panel 
Interim Report 

(a) Hot vs. Cold Start Surveillance Test- 
ing-prepared by VESP— March 27. 1968—2 
pages 

(b) VESP Future Surveillance Program — 
undated — 2 pages 

(c) Summary of Analysis — undated — 5 
pages 

(d) VESP reply letter (draft) to Mr. John 
Raymond of CMVPCB-hMay 7, 1968 

(e) Effect of Tune-Up — undated — 2 pages 

8. Engine and Vehicle Modification Panel 
Reports 

(a) 1970 California Evaporative Control 
Standard and Test Procedure for Passenger 
Cars contained in the Federal Register of 
January 4. 1968 — 23 pages 

(b) Intake Valve. Throttling (IVX) — A 
Sonic Throttling Intake Valve Engine — pre- 
pared by General Motors for the SAE meet- 
ing— May 20-24, 1968 — 11 pages 

(c) SVMP — Present Status of Steam Power 
for Road Vehicles — May 8, 1969 — 11 pages 

(d) Preliminary Test Results with Non- 
Flame After Burner Exhaust Manifold P4-134 
cu, in. Engine— prepared by KAISER Jeep 
CORPORATION— May 8, 1968—5 pages 

(e) Ad Hoc Subpanel — Valve Timing Pro- 
posal Submitted to EVMP— April 9. 1968— 
2 pages 

SUDCOMMITTEE REPORTS TO THE VEHICLE COM- 
BUSTION PRODUCTS COMMITTEE, SEPTBMSER 

1. Atmoapheric Chemistry Panel Interim 
Report 

2. Diesel Emission Panel Interim Report 

3. Engine and Vehicle Modification Panel 
Interim Report 

(a) Report on New Engine Idle StabUlty— 
prepared by EVMP members — September 10. 
1968 — 18 pages 

(b) Driveability Procedure — August 6, 
1968 — 8 pages 

(c) Vehicle Inspection Procedure for Emis- 
sion Control Systems and Devices, Gasoline 
Powered Vehicles — Inspection Old Format- 
August 1, 1967 — 5 pages; Inspection— Now 
Format — 6 pages 

(d> Mass Plow Data — ^prepared by Chrysler 
Corporation — September 10. 1988 ll pages 

(e) EVMP Panel Report on 1966 Engine 
Idle Setting Procedures— July 10, 1968 Re- 
vision Including Shop Manual Instruotloiw 
Furnished by several member companies 

(f) EVMP Valve Timing Proposal— un- 
dated— 2 pages 

(g) Excerpt from EVMP Memorandum Re- 
port dated June ll, 1968 on Catalytic Con- 
verters and Afterburners — 1 page 

(h) Catalytic Converters lor EmiBstoa Con. 
trol— prepared by Toyota Motor Company- 
August 6, 1968 — 6 pages 

( 2 ) Oertimlc Exhaust Manifold Reaotcii»— 
prepared by Ford .Motcff Company— -Aiuruet 

5. 1968 — 7 pages 

4. Exhaust . Emission Measurement Panel 
Interim Report 

(a) Status Report on Ass«nbly Line Test- 
ing by EEMP— August 5, 1968— 2 pages 

(b) Report on Measurement Procedure for 
Nitric Oxide for California — 1970 by BEMP— 
August 5, 1968 — 16 pages 

(c) Report on Exhaust Emission Reactivity 
Critenon from the Atmoepherlo Chemistry 
Panel and the EEMP— July 80, 1968—6 pages 

(d) -Proposal — Exhaust Emission Correla- 
tion Program HEW— AMA Laboratories— pre- 
pared by BEMP Panel member—Ootober 24. . 
1967—4 pages 

(c) Fast Response Flame Ionization In- 
strument-letter prepared by Chrysler Cor- 
poration — dated June 19. 1968—2 pages 

(f) Bay Toll Crossing Letter— answer sent 
to Mr. E. E. Foley by Mr. Sherman — August 
21. 1968 with attachments — 7 pages 

6. Fuel System Emission Panel Interim 
Report 

(a) Fuel System Emission Panel report on 
Proposed Test Procedure for the Determina- 
tion of Liquid Fuel Losses from Vehicle Fuel 
TankB—September 27. 1968 — 8 pages 

(b) Fuel System Emission Panel report on 
Proposed Prhgram for Circulation and Cross- 
Check of 1970 Evaporative Cars — September 
27, 1968 — 2 pages 

6. Heavy Vehicle Panel Interim Report 

(a) Recommended Application. Procedure 
for Certification of New Gasoline Engines for 
Use in Heavy Duty Vehicles 1970 Model 
Year— prepared by the National Air Pollution 
Control Administration— dated September 

23. 1968— 19 p^es 

7. Ad Hoc Traffic Survey Panel Interim 
Report 

8. Vehicle Emission Surveillance Pane! In- 
terim Report 

SUBCOMMKTSB REPORTS TO THE VEHICLE COM- 
BUSTION PRODUCTS COMMITTEE, DECEMBER 10, 

1. Atmospheric Chemistry Panel Interim 
Report 

2, Engine & Vehicle Modification Panel In- 
terim Report 

(a) Driveability Demonstration— prepared 
by the Driveability Subpanel of EVMP — No- 
vember 4, 1968 — 14 pages 

(b) Summary— 1969 Emission Control Sys- 
tems as presented fay the companies to the 
Engine and Vehicle Modification Panel — un- 
dated — 12 pages 
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(c) comments to E30 by the EVMP on the 
PeastblUty ot a Two Minute Emission In- 
spectioa ^steia— Ootobor 14, 196&— 5 pages 

(a) AMA Rsjonanendations in AMA In- 
spectiosi HanibooTc. Section IX Vehicle Con- 
trol Systems — 6 pages — dated September 10. 
196« 

(e) Report of visit to New Jersey Inspec- 
tion Station November 21, 1968 — by Use 
EVMF— 7 pages 

(t) Comments to BSC from EVMP on Cali- 
fornia Proposals for BmisSon Control Stand- 
ards on 1970 and Later Model Vehicles— 
October 21, 1968 — 5 pages 

3. Exhaust Emission Measurement Panel 
Interim Report 

(a) EEMP comments end Reeommendstioas 
to AMA ESC on California AB 857 Require- 
ments for. Assembly Line Testing for Vehicle 
Emissions— XJeoember 2, 1968 — 10 pages 

(b) LcttM from EEMP of September 6, 
1968 to Mr. K. D. Mills at Willow Run and 
Mr. Mills answer of Oeii^er 14, 1S8S re AMA 
Exhaust Emission Measurement Correlation 
Program 

(c) Fuel System Emission Panel and Heavy 
Vehicle Panel report to the Emission Stand- 
ards Committee on Measuring Evaporative 
tosses — 'Undated— 4 pages 

(d) Heeommendsd .Application Procedure 
for Certtftcation of New Gasoline Engines for 
Use In Heavy Duty Vehicles— 1970 Model 
Yean— prepared by National Air Pollution 
Control Administration— September 23, 
1968 — 19 pages 

4. Pvtel System EmlEsion Panel Interim 
Import 

6. Heavy Vehicle Panel Interim Report 
6. Ad Hoc Traffic Survey Panel Interim 
Report 

SVaCOMMITTBE M3>OHTS TO TBB VEKIGLB COK- 
BUSTJON PSOBVCTS COMMITTSE -RtAHCH ST, 

1. Er^He Ss Vehicle Modification Panel 
Interim Report 

2. Exhaust Emission Measurement Panel 
Interim Report 

(a> Report from Sxhauct Bmlsslon -tCeBs- 
urement Panel on California ARB proposed 
Aesembly I4 b« Test Procedure for Motor 
Vehicle Exlvaust— January 28, 1969—6 ps^» 
<b) Effect at Engl.oe Intahe Air Moisture 
on Nitrogen Osldoe Enilsslons— prepared by 
Ethyl CoiporatJon, March 14, 1969—23 pages 
( 0 ) Kuioldlty Oorrettion R: Factor— pre- 
pared by Nissan Motor Company — ^undated — 
16 pages 

(d) Mass Emission Test Procedures— un- 
dated— 4 pages 

(e) Effect of Fuel Composition (%Aro- 
mattcs) on Exhaust Hydrocarbon Cuacen- 
tratlon— eased Upon DuPont data and a Re- 
port by OM dated January 22, 1869 — R pages 

<f> Report on Measurement Procedure for 
Nitric Oxide for California — 1970— prepared 
by BBMP — August 6, 1968—16 p^es 
(g) Critique— California AB 690 Test Meth- 
od for Measuring Veb.lcle Exhaust Emis- 
sions on a Mass Basis— undated — i pages 

3. Fuel Systfflt Emission Panel Interim Re- 
port 

4. Health Committee interim Report 
6 . Heavy Vehicle Panel Interim Report 
6 . Ad Km ITafflc Survey .Interim Report 

aUBCOMMITVSE SSPORTS TO THE VeHlCtS COM- 
svanoM raosccTs coMKrms juks is. i»ss 

1. Heavy Vehicle Panel Interim Report 

2. Atinoepheric Chemistry Panel Interim 
Report 


(a) Exhaust bnlsslaQ Reactivity Cri- 
tetioa— prepared by tbe Atznospdt^ Chem- 
istiy Panti ai^ Mie EEMP— 38. 1969—6 
pages 

S. Vehltie Enalaatoa BurvdUaiicc panel In- 
terim R^nat 

(a) Surveillance Data Summary — prepated 
by VESP — June 9. 1969 — 5 pages 

4. Exhaust &ut 4 ^irH> M^tsuremest Panel 
Interim R^>or 6 

la) PK^osed Items ot Dteeusalon on May 
12 , 1969 at WlHow Run— Pr^mred by Messrs. 
Mick, F^ley, and Bagen — 8 pages 

(b) Anai^ds of AMA data fw HC Emissions 
dwing the Federal Cycle— prepared by Ethyl 
CorporaticD- -Jose 3. 1969—6 page* 

fc) Analysiecff AMA data RvHC Emissions 
during the California Cydle Teste—Changes 
to Improve Resp^u^ ITme — prepared by 
Chrysler Cuporatlon— April 29. iga — 3 pages 
<d) Prt^oe al Ex haust EmlMton Correla- 
tion Program. HEW — AMA Laboratories— pre- 
pared by Ford. Motor Company— April 7, 
1989 — 4 pages 

5. Engine & Vehicle ERidtfieation Panel In- 
terim Report 

(a) Transmission Controlled Spark— An 
Evaluation of NOZ Emissions — prepared by 
General Motors Goiporatimt — ^Apri! 15 , 1969— 
10 peg« 

<b) Presentation on ths Effect of Valve 
Overlap on Oxides of Nitrogen Emissions — 
prepared by Oenerai Motors Corporation- 
undated — 6 pages 

(c) IH Spark Advance Monitoring Sys- 
tem-prepared by latermtlonal Harvester 
Company— March 4, 1969—4 pages 

<d) Performance of a Catalytic Converter 
on Non-leaded Fuel prepared by General M 3 - 
tort Corporation and published in SAE — un- 
dated — 13 pages 

(e> Comments on Perfoimarice ef a Oate- 
iytic Converter on Non-leaded PueJ--pEe- 
pared by Ford Motor Co. — presented bef<^ 
the SAE mid Year Meeting May 22. 1969 — 18 
pages 

(f) Panel Charge — prepared by J. P, 
Charles— dated May 27, 19S9 — 1 page 

(s> Eoginc T«n«-up Data for 1970 Tsar 
Model Toyota Vehicles — prepared by Toyota 
Motor Company dated June 16, 1969—3 pages 
(h) Ei^ne Idle Setting Procedure — pre- 
pared by KAISER Jeep CORPORATION— 
undated — l page 

( 1 > CoDUBitteeOoirespoudetiee re New Jer- 
sey Vehicle Emissloa los^tlon — dated April 
7th, May Mh, June 9th. 1969 describing tele- 
phone conversation with MT. Etstoa 

(J) Inspection Handbotde Distribution- 
dated June 4 , 1860 

(k) Quality Car Care Sohedtile— prepared 
by Toyota Motor Company— undated— 3 
pages 

(l) Layman's Nomeoclature — undated 2 

pages 

6. Fuel ^tem Mission Panel Interim 
Rep^ 

(a) Laboratory Cross-Check Program- 
prepared by Fuel System Bmlsslon Panel- 
May 5. 1969—11 pages 

(h) Fuel Tank Heating Methods— pre- 
pared by Fuel System Emiaston Panel- 
May 5. 1868—22 pagfes 
(01 Emission Control Caleulations on To- 
tal Motor Vehicle HC ft CO Emtealons— dated 
June 17, 1961^—3 p^es 

AasmONAL SOBcOHMITrEK BEPOaiS TO THE 
VEmCM COKBVSTKW noOVCTS COHlSmss, 
IN PREPABATION AW TO SB OOKPI.STTO BT 
07I0BEB SI, ISSe 


£«««£ ftWO VtKMJU UODiriCATlOK fkKtl Rcmis 


1967 annual report 0/ Engine & Vehicle 
SSodiflcatioti Pttnel 

1. Status Report No. 6 of fhe Engine & 
Vehitde Modification Pan^ to the Vehicle 
combustion Products Committee — 1987— d7 
pages 

2. Tables I sod II on 8 Cylinder and 8 Cyl- 
inder Camshafts 

F^ure I- American Motors Report on 5 Cyl- 
inder CaaiBhsftB — 1 page 

Figure 2. Field Survey of Combustion 
Testers 

Figure 3. Rgsponse to Exhaust Gas with 
and without Air Injection using a Johnson- 
Wliitams Combustibles Analyzer 

Figwe 4. Variable Dilution System— Ex- 
haust Gas (missing) 

Figure 5. Blow-by Emission Measurement- 
prepared by New Jersey State Department of 
Health 

Figure 6. 1998 Engine Information Decals 

Figure 7. Cross Section of 199 'C.I.D. Omn- 
bustlon Chamber— Quench and Low Quaich 

Figure 8. Cross Section of 282 G.I.D, Com- 
bustion Chamber — Quench and Low Quench 

Figure 9. Head Gasket Bore Configuration 
user with Low Quench Engines 199 and 232 
C.I,D. 

Figure 10. Effect of Alr-Puei Ratio on Ex- 
hs.ust NO OoncentrationB for Various Speed- 
Load Combinations 

Figure 11. Effeot of Spark Timing on Ex- 
haust NO Ooneentratlons for Various Speed- 
Load Combinations 

Figure 12. Effect of Intake Manifold vac- 
uum cat Exhaust NO Conceatraticais for 
Various Air-Fa« Ratios 

Figure 13. Effect of Coolant Tempmiture 
on Exhaust NO Concentratiom for Duplicate 
Runs 

3. Appendices: 

(A) Camshaft and Valve Timing— EVBffTG 
Proposal 

(8) Proposed AMA Engine Idle Setting 
Procedures— EVMWQ June 37, t967 

(C) Reply to New Jersey Regarding State 
Vehicle Inspection by VCP— Novmiber 10 
1967 

(D) Reply to Air Pollution Ormtrdl Ad- 


(B) Bibliography of Papera «» Qnission 
Control Devices Submittod to EVMP by 
Member Compsntes 

9165 annual report of engine ft vehicle 
ntodifioation panel 

I. Status Report No, 6 of the Englae and 
Vehicle ModifiBattoa Pooel to the Vehicle 
Combustion Products Committee— 196B 23 

page* 

3 , Appendices: 

(A) Control of Oxides of Nitrogen— Chrys- 
ler study Curves, data, and Sketches IHus- 
trating Chrysler Studies in NO oontnM. 

<B) Exhaust System Devloss for Bmts- 
slon Control— International Harvester Oom- 
pany. 

(C) Vehicle mspecticn Procedures 

(D) 1869 Bmisstoa Control Systems 

(E) Maas Plow 

(F) W* Setting Procedure*— A detailed 

descripttmi ot ths shop proosdufRS 

for each manufacturer 

(0) Manifoid Reactors— PreUmlnary Teat 
^ulte with NonPlame After Burner Ex- 
haust Manifold, F4-184 cu. ln..Bn^ns 

*r Injection Modifioatfonn— Toyota 

Motor Co., Ltd, Ki{^>on Denso. Oa.. Ltd 

(1) Steam-Powered Road Vehicles— Pres- 
ent Status 

(J) Valve Timing Proposal 

“rtveabiUty— Dri»0B,Wlltr Demonstra- 

Ocanments on California 1976 ito- 


Diie of 
pieseriatlon 

1. ikt. 17, 1K7..... 

2. Oti. 17, 1967 

J. Del, 17, 1967 

4. Del, 17, 1967 

5. Ott. 17, 1967 

6; N8». iS. 1967 

7. Nov. 17, 1967 

8, 0«, S, 1967 

!. 0ec. S, 1967- 

10. Ok. 5, 1367 

11. Jsn- 2, 1968 

12. Jan. 2, 1961 

11 Dec. S. 196? 

14. January 1361 

15. Jan. 4. J988 

16. Jan. 2, 1966. 

17. Jan. 2, 1968. 

18.180.2,19®-- 

19. Bm. 15,1967 

20. Fab, 13, 1968 


• jyiUma.-. 



fare Motor Cc 

cmysiar Corp 

General Motets Carp 

American Motors Carp— 
E»ip. 


General WoHrsCoip., 
internatiend Herveslei Cs., 
Kaiser Jeep Cwp. 




Ametlein Molars, Cftryskr 
£otp., Fard Motir Co., 
SMetal MMonCoip, 



Sate Si 

prtsenwioii Sutiaci Prepared by 

Jl. 4t.ril«.!«» Iilk^«t>g5 4j)« mites or Chrys!srC«p_...- 

Jt W*y8.l95«. fiecortonpraaMilstofosatim EYMPfaKachments A6, 01, . 

InVSfn^rinrM 

tt Mays, 1968 I8«P C«P- ... 

34. May «, 1968. “*• lesp Cerp-, General 

mittw to EVMP. Motors Corpg Ford Motor 

25, June II, 190. . . . 1968 ensine idle sattine pro' American Motors CoriL 


kr emission eonfm. 
sod dsvkes. gasolino sx 
ed vehicles. 



37. t% 194J- 1363 idle stiBnj procedans 

Stiep maimai inskustions. 


41. Aug. 6. 1968... 

42. AHt.6.l»N. ' 




ford Motor Co 

. Toyota Motor Co., Ltd... 
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ENGINE AND VEHrat MODIFICATION. PANEL REPORTS-Conlinued 



::piS& 



i. Ngv. 20, 1967. 

9. Nov. 20, 1967. 

10. Jan. 18, 1968. 


11. ian.31,lS68 EEMP proposad ravislon of Cal. 

spacificaildxs for asaaying 
lino inatrumont. 

12. Mar. 13, 1968 Computer print-out of beat (it 

equation for Cal. gaaea. 

13. Mat. 13, 1968 Propane reaponae 

14. Mar. 13, 1966 FIA of propane Cal. gaaea ualni 

olaon gravimetric atandarda. 

fojponae to 
70 atandacds dateo 

16. Mar. 29, 1968;. . . Conalderationa In IraPic aurvey 

.7. A„. 17, E.;srg^s;r.',s 

18. Apr. 17, 1968 Relative eniclenclea of control 

ayatems— table. 

19. May 9. 1968 Report on variable dilution 

aampling— Clarti. 

20. May 9, 1968 Report on NO. meaaurement— 


EEMP 

Mercedea-Ben:.. 


Chtyaler.... 

General Motora... 
General Motora... 


■ ^^Kn 

21. May 9, 1968 Production li 

ment and teal procedure. 

22. May 28, 1968 Table— apread between NDIS 

and FID analyaea. 

23. May28.l968 Comparlaon between 7-niode lirternatisnalKarvester. 

id 10-mode cycle NDIR va. 


American Molora and Cali- 
fornia ARB ataH. 

American Motora 


FID. 

24. May 28, 1968 Wbittaker metfiod of measuring 

NO— atrip chart. 

25. May 28, 1968 Answer to Cal. Bay 


Chrysler... 

EEMP 

Chrysler... 


letter from Whittaker to 
W. Fagley, Jr. 

27. July 23, 1968 European consideration of 

atmospheilc pollution 
problems. 

28. July 17. 1%8 Comparison ol emission 

reactivities— table I. 

29. July 17, 1968 Number ol hydrocarbons 

evaluated undarcontrolled 
conditions. 

30. July 17, 1968 Graphs plus computer aum- 

maties— NC reactivi^ versus 

31. July 17, 1968 Comparison— HC cone, by 


C.'G, « 


as FID. 


. Comparison of 3 dynamometers .. 


32. July 17, 1968 Correlation— reactivity and gas Ford, 


3. July 17.1968 SA£ paper 680419— FID tecll- 

. . . ..... nipue—HC in diesel exhaust. 

4. July 17, 1988 Correlation between 7-mo(U 

and USPHS 10-medecy^s- 

5. luly 17, 1968 Sttematic diagram— NO and 

. . Ojinslrument console. 

6. July 17. 1968 ReUtiva sensitIvity-FID 

aitalyaet, 

7. July 30, 1968 Measurement procedure— NO 

for Oelifoinia, 1970. 

8. July 30, 1968 Ba^giound data forealeuleting 

NO, lor California. 

9. July 30. 19M Coriefatlon piogram-HEW- 

AMA Labs-Wastveer. 

0. July 30. 1968 fteporl on reactivity to ESC 

Iron joint ACP and EEMP. 

1. Aug. 5, IMS Report pn measurement pro- 

c^ute tor NO Caillornia, 

1970, 

1. Sept. II. 1968.... Continuous Trace— Rato ol 

txhsust flow, lO-modacycle. 
i. Sept. 11. 1968.... Mass flow daU-Fsgley (7- 
versus lO-modi cycles), 

:. Sept II. 1968.... Leller-Jensen to Magt-MsK 
emission messutement 
>. Sept. II. 1968.... T8b“e-!^?uer - 
compared 
Federal st 

*— »Ubliiti 

nt Uchnloue— 9 yshieles. 


tornia law 
bly-llne tKt, 
i. Jan. 27. 1969..... Report on NOx humidity fac- 


tor— Mieda, 

. EEMP to ESC re 


lornia ARB assembly line 
test, 

50. Feb. 5. 1969 Eurowan dl 

51. Feb. 18. 1989 eX 

measuiement— Fagley. 

a. Feb. 18. 1969 Mass emission program— Nick 

53. Mar. 4. 1969 Commeats on Calitornia pro- 

posed assembly line test 


European driving cycle— Re- 
Ei^st-^ow method uf mass 


I. Mar. 18. 1969 . 
7. Mar. 20. 1969... 


n NO. 


emissions. 

Effect of fuel composition— on 
FiO.^OIRratio— Campau. 

7. Mar. 26. 1969 Reduction of NO. manifold 

reactor— Tanaka at a). 

Apr. II, 1969 Exhaust emission measure- 

ment correlation program- 
Wesfveer. 

I Apr. 14, 1969 Supplement— moisture on 

NO.-RXfKtorcalcolalion. 

>n foreign cycles— 

I. Apr. 30, 1969 HC measurement by FID— 

I. May 29, 1989 Diagrams of sampling and 

analytical systems— proposed, 

!. June S, 1969. EGective and economic control 

of euto emissions— Sarto. 

L July 1, 1969 Pralimlnary evaluation of NO. 

analyzer- Jackson. 

i. July 1, 1969 Dynamometer effects on omis- 

sions using CVS. 

'. July 23, 1969 Foreign cycle evaluation- 

Lombardi. 


HEAVY VEHICLE PANEL REPORTS 


1. Mar. 7, 1969 Evaluative control procedures 

. .. for heavy trucks. 

2, Mar. 26, 1969 Reduction of nitrogen oxides in 

automobile exhaust 


International Harvester... 
General Motors..., 

do 

Chrysler. 

EEMP 

Chrysler 

EEMP 

EEMP 

EEMP 

Chrysler 

AMA 

Chrysler 

Cebtral Motors 

EEMP 

EEMP 

Renault.... 

Chrysler 

General Motors 

Ethyl 

Ford 

Nippon Denso.. 

EEMP 

Ethyl 

EEMP 

ACP/EEMP 

EEMP 

General Motors 

EEMP 
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AD HOC TRAFFIC SURVEY PANEL REPORTS 



1. May 24. 5967... 

.. Cemparison of Chryder 50,000 
miloand AMA durability 
schedules. 

.. Comparison ol durability 
schedules. 



Consideration in traffic survey 
ar>d test cycle developmeni. 

Baciiground of vehicle exhaust 
gas test procedures in 

European driving cycle 

General Motors Corp., 3 

Chrysler Corp., Font Motor 

Co. 

Toyota Motor Co. Ltd 4 

. Renault 4 

2. May 24, 1367... 

General Motors Cerp 1 | 

1 

4 SepLJq 

5. Feb. 5. 1969. 



ATMOSPHERIC CKEMISTRY PANEL REPORTS 



1. Mar. 4, 1969.... 

.. Nitrogen oxidds in the stmos- 

ACP 34 

2. Jaly d, 1969 

HEW meeting— Cincinnati re- 
activity criteria. 

ACP 6 


VEHICLE EHtS&ION SURVEILLANCE PANEL R»>OfiTS 


1. OcL il, 1967 19S7 survtlllance program or 

high mileage erditust emis 
Sion etiuipped vehicles. 


2. Mar. 27, 1969.. 

3. June 9. 1969.. 


. Hot versus cold start surveil- 
lanee testing. 

. Surveillance data summary 
report to ESC. 


VESP.. 

VESP-- 


FUU. SYSTEMS EMISSION PANa REPORTS 


1. Oct. 13. 1967.. 

2. Oct. 25, 1967.. 

3. Oct. 25, 1967.. 

4. Dec. 1, 1967... 

5. Dec. 1, 1967... 

6. Dec. 1, 1967... 

7. January 1968.. 

8. January 1968.. 

9. Apr. 24, 1968.. 

10. June 14. 1968. 

11. July 1958 

12. Aug. 23, 1968. 

13. Sept. 27, 1968. 

14. Oct. 15, 1968.. 

15. Mar. 18, 1969. 


Letter from AMA to NAPCA 
outiiniflg available data on 
evaporative control systems. 

Charcoal canister evaporaliva General Motors, 

emissions control system. 

Crankcase storage of evapota- .. . . .do. 

Carbon air cleaner evaporatlva Ford. 

Crankcasesforagesyslem— do 

Evaporative control. 

History of evaporative control dii . 

studies' 

Chrysler ctosed-vent system Chrysler 

AMC evaporative systems American Motors. 

Results fli lab cross program rSEP (charts).... 

Evaporative loss data.. FSEP(charfs).-.. 

Absorption o( HC vapor by Toyota.. 

'tasl procedure io.' FSEP 

-f jjpdig liffi 


.. Joint<FSEPand HVPJreporlto' FSEP. . 


Genera! Motors... 


Shed test procedure. 


16. -Mir. 24, 1969 fuel temperature versus vapor Kaiser Joep 

temperature. 

17. Mar. 24, 1969 Comparison of evaporator test Ford 

procedures. 

l& .Mar. 24, 1969 CM test on eflect of hestlng General Motors. . 

test on evaporator emission. 

19. Mar. 25, 1969 Deterioration laclor of evapora- Toyota 

lor emission data. 

20. Mar. 8, 1969 Comparative shed tests.. General Motors (charts) .. 

21. Apr, 18, 1969 Report of evaporator testing Ford, General Motors, 

Chrysler, American Motors. 

22. Apr. 23, 1969 EKect ol heating molhod ol Nissan ; 

luei tank on evaporator 


11.23,1969 Heating pad installation v. Kaiser Jeep 

w. 28, 1969 Review of shed testing data Ford. American I 

Chrysler. 

ay 5, 1969 Fuel tank heating methods FSEP... 

ay 6,1969 latofstary cross check program. FSEP 

ly 18. 1969 Shed test on control equipped GEneral Motors... 


... Comparison ol evaporation 
tek sequences. 

... Proposals tor engineering, 
ceplance of eviporatien 
trot systems. 


FSEP.. 

FSEP.. 


SspniSMBEa 15. 1969. 
KOB. RiCHABO W. McLasbk, 

Asaistant Attorney General. Antitrust Oivi- 
ston, Department 6/ Justice, Washington, 
D.O. 

Deab Mb. McLabgk: I liav« jrour l«tt«r oE 
Saptember 11, 1969 Indicating that the Anti- 
trust Divialon preferred to propose a consent 
decree with the four major auto manufac- 
turera and the Automobile Manufacturers 
Association (AMA) instead of proceeding to 
full trial. The Department's press release, 
but not the full text of the consent decree 
proposal, was enclosed, There is a significant 
difierence between the two — the press release 
was an optimistic gloss that could and did 
mislead the press Into- reporting that the 
Division had obtained a victory for the people 
in achieving a stipulation from the domestic 
auto Industry that they will obey the anti- 
trust laws in the future in return for the 
Division’s forgetting the past and keeping 
past records about the industry’s conspiracy 
confidentlBl. 

What the domestic auto companies con' 
spired over a period of at least 16 years to 
do— restrain the developmetit and marketing 
of auto exhaust control systems— Is a crime 
under the Sherman Act. Collusive, antl-com- 
petltive agreements which result in serious- 
ly jeopardizing the capacity of citizens to 
breathe air without carcinogenic and other 
lethal and violent pollutants would, under 
the most normal of expectations, be prose- 
cuted by the Division as a crime, That course 
of enforcement was indeed initiated by-your 
predecessors. Donald Turner and Edward 
Zimmerman in mid-1086, Orand Jury pro- 
ceedings for 18 months resulted in the Divi- 
sion’s trial attorney’s request to Mr. Turner 
for permission to ask the Grand Jury to re- 
turn an indictment. The Grand Jury was 
even willing to return an indictment regard- 
less of what instructions v/ere forwarded from 
Washington — so convinced was it of the crim- 
inality of the behavior detailed during these 
18 months. Mr. Turner dropped the criminal 
case, without any public explanation, and 
had the Grand Jury discharged. One year 
later, in January 1989. a civil complaint was 
filed. Nine months after that, the civil corn- 
plaint was in effect dropped in favor of a 
porous, proposed consent decree, stripped to 
the minimum of what the legitimate impact 
of the law should have been. 

Is this where five years of Antitrust Divi- 
sion Involvement and expenditure of numer- 
ous man-years Is to end? I should like to de- 
tail some reasons why the answer to this 
question must be "no." 

Over the years, a large proportion of the 
civil actions brought by the Antitrust Divi- 
sion have been terminated i>y consent de- 
crees, The criteria employed have rarely been 
made clear. However, it Is known ttiat scarce 
manpower and judicial delay are important 
factors. Tear after year, those who have lead 
and supervised the Antitrust Division have 
undermined or weakened antitrust enforce- 
ment by simply referring to those two condi- 
tions. .At the same time, there has been no 


sustained eflciH to obtain more funds for 
the Division or to develop procedures (with 
the exception of the CID development earlier 
to this decade) which wiu accelerate any 
Judicial recourse or at least improve the 
bargaitung power of the government that 
more expeditious trial reflects. 

It seems to be relevant to suggest a num- 
ber of questions which should be asked in 
the automobile smog case before a consent 
judgment is considered or approved; 

1. Are there impcrtant and unresolved is- 
sues of law which merit judicial determina- 
tion? 

2. Are there Important rights of public and 
private institutions and cltisens which can 
be eroded or erased by a consent judgment 
as proposed? 

3. Does the seriousness of the antitrust 
violation in this case argue for the greater 
deterrent and public educational purposes 
achieved by a civil trial or the resumption of 
the Division’s oiimina! action? 

4. Does the proposed consent decree 
achieve the announced objective of Attorney 
General John M. Mitchell who described it 
last week as representing "strong federal 
octioh to encourage widespread competitive 
research and marketing of more effective 
auto an44-pollutlon devices?’’ 

Matters of fact and law point to clearly 
affirmative responses to questions ( 1 ) ( 2 ) te 
(S) and a negative response to question (4) . 

The present case offers an excellent op- 
portunl^ tor the Antitrust Division to es- 
tablish judicially two Important principles 
which would have enormous lepUcaUve 
value over the behavior of modem Industry 
striving to restrain the rate of Imtovatton 
to the detriment of competition and human 
welfare. As you know, the Department’s 
complaint of January 10. 1969 requested that 
the defendants be restrained from making 
jrtnt respmises to government regulatory 
agencies ctmcerced with air pollution con- 
trol. For years the Automobile lAxnufactur- 
ers Association has been the instrument of 
precise oolluslmi by the auto coaqKuUes to 
develop cemunon poeiUons on questions of 
pollutlcm and safety and to head off os sup- 
press any potential diversity of response. 
Even after the D^jartmeut commenced its 
investtgaii<Hi into this ccmspiracy. the AMA 
was devek^lcg and using a stock speech on 
air pollution — a speech which was given, for 
example, both by Dr. Fred W. Bowdltch, 
Chief Engineer for General Motors and Mr. 
Donald A. Jecnaen, Ford’s executive engin- 
eer in charge of vehicle eniisisons. Collusive 
trade associatlmi activity contlnum to be a 
prime antl-ccanpetlHve practice in tiiis coun- 
try. Such activity la long overdue for author- 
itative judltdal reseduUon and the emer- 
gence oi Judge-made law that would give 
pause to other trade -asodations which ex- 
ert similar, if not greate crmtnd, over their 
members and enf<sce Uie dominant fiTm(s)’ 
policy over smaller industiy finna. The pro- 
posed cmisent decree loses this opportunity. 


The second principle requiring case law 
development relates to "product fixing.’’ The 
automobile industry has restrained compe- 
tition among manufacturers in toe area of 
product quality, The consumer movement 
can produce numerous Instaneea of auoh 
lowest common denominator quality 
throughout an Industry. The auto compan- 
ies' activities In the motor vehicle emissions 
field are in'thls sense symptomatic of a dis- 
ease which affects wide areas of the econ- 
omy. By not moving against this sort of col- 
lusion, the Division has relinquished an op- 
portunity to. formulate a crucial, new prece- 
dent that is rooted in old antitrust doctrine. 
The instant case is ripe for this determina- 
tion and the Division has the benefit of 
five years of investigation as tvell. 

Because the antitrust laws recognise the 
rights of persons or groups to initiate private 
antitrust actions, the Division is In a trustee- 
ship position thereto. Any decision mode 
must take into some aocount how toe final 
resolution will affect the rights of private 
and public parties under the antitrust laws. 
In tols case, municipal and other pub- 
lic bodies have displayed a strong inter- 
est in antitrust enforcement vs. the auto 
conspiracy as well as recovering in separate 
actions damages which they have incur- 
red as a result of auto poilUition. The pos- 
sibility that local governmental bodies, busi- 
ness firms and individual citizens may wish 
to adjudicate their rights is severely limited 
by the proposed consent decree. As you know. 
Section 6 of the Clayton Act provides that 
consent judgments, unlike other final judg- 
ments in cases brought by the United States, 
shall not be considered prlma facie evidence 
against the defendant in a treble-damage 
suit. The practical effect of this provision is 
that potential treble-damage plaintiffs would 
have to duplicate the investigative proems 
which took the Department several years 
and several hundreds of thousands of dollars 
even with its extraordinary discovery powers. 
Los Angeles County already has filed a one 
hundred million dollar suit against the auto- 
mobile manufsicturcrs, seeking to recoup 
some of toe lo» to the County resulting from 
this corporate conspiracy to bold back on pol- 
lution controls. Further, the California Attor- 
ney General, acting on behalf of the Staite, 
has been denied access to the Justice De- 
partment’s information about the auto pol- 
lution case. The evidence of the conspiracy 
exists in the Justice Department’s possession 
Bfid the Department seems determined not 
to have any of it surface in a public trial. In 
a critical treatment of the Department's 
consent decree program ten years ago. the 
House Antitrust Subcommittee described 
precisely this effect: 

“The almost inevitable consequence of the 
acceptance of a consent decree by the De- 
partment of Justice ... Is to deprive suit- 
ors, who have been injured by the unlawful 
conduct, of their statutory remedies under 
the antitrust laws.” 

The Department’s complaint chargee .the 
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auto industry with collusive behavior having 
devastating consequences for the peoples’ 
health in this country. At least 60% of the 
nation's air pollution comes from the motor 
vehicles' Internal combustion engines. Med- 
ical and other epidemiological studies have 
linked these pollutants with diseases ranging 
from cancer to emphysema. Property dam- 
age from corrosive pollutants is estimated 
at $18 billion annually by federal ofSclals. 
Half of this amount Is a very substantial 
cost Inflicted on this nation by the auto in- 
dustry's Intransigent refusal to Innovate 
over the past generation. Can anyone deny 
the need and benefit for the public to learn 
about the nature and depth of this colossal 
corporate crime? The citizens of this coun- 
try, who are the customers of this Industry, 
have a right to know the extent to which the 
auto companies are deliberately responsible 
for the enormous health, economic and aes- 
thetic damages caused by the internal com- 
bustion engine. One of the purposes of a pub- 
Uc trial Is deterrence; the Division has chos- 
en to lose a grand opportunity to bring these 
companies and their harmful practices into 
the public arena erf a courtroom. This aspect 
of the Division’s case alone would have a 
greater deterrent effect than the tightest of 
consent Judgments. Since it Is not any longer 
the practice of antitrust enforcement to 
pierce the corporate veil and hold the culpa- 
ble officials responsible, a public trial would 
at the least have shown that such corporate 
officials are holding far greater power over 
citizens In this country than they can exer- 
cise responsibly or even legally. 

What of the proposed consent decree? The 
proposal can hardly be stronger than the 
complaint which Itself Is the result of a proc- 
ess of enforcement erosion which liegan with 
an Intended criminal prosecution and ended 
with a meek request for injunctive relief. The 
complaint did not even contain a request for 
the Imposition of civil damages pursuant to 
the antitrust laws. (Like the drug cases, the 
federal government has Incurred damage to 
its property and personnel from this con- 
spiracy.) The process of secret, ex parte type 
negotiations with representatives of corpo- 
rate defendants. In particular IJoyd N. Cut- 
ler,, counsel fop the AMA, discourages con- 
fidence In antitrust enforcement and facili- 
tates eloppy or political dedston-maklng. 
When decisions can be made without prior 
oltlaen access or without criteria publicly 
displayed on which such decisions are ren- 
dered or without adequate explanation, 
abuses, distortions and laceration of the pub- 
lic interest can occur with greater frequency 
than would be the case otherwise. 

The following weaknesses can be cited in 
the proposed consent decree.- 

1. There Is no provision requiring the keep- 
ing (rf records by the defendants. For exam- 
ple, the Department has no assurance that 
minutes or transcripts will be kept of AMA 
oommlttee meetings on pollution matters 
or 13iat th«e will be records kept of informal 
disousslona between executives and repre- 
sentatives of various auto companies. A sec- 
tion of the proposed decree requlree written 
reports concerning any matters contained 
In the decree, but only "upon the written re- 
quest of the Attorney General or the As- 
sistant Attorney General In charge <rf the 
Antitrust Division. . If the D^artment 
Is serious about Its surveillance responsibili- 
ties over the consent Judgment, why doesn't 
the proposed decree place an affirmative re- 
sponsibility on the companies to make peri- 
odic reports concerning the matters covered 
by the decree? Why. for Instance, are not 
the oompanles required to report the terms 
of all licenses granted and purchased? Why 
are there no reports on the status of re- ' 
search relating to motor vehicle emissions? 

The task of surveillance, effective survell- 
lanoe, is so formidable that it raises a ques- 
tion whether the Division is even less 
equipped to monitor compliance with the 
decree than it Is to engage In complicated 
litigation which would permit other parties 
to have the infonnatlon on which to base 
their vigilance gainst antitrust violations 
by the auto industry. Centalnly the terms of 
the decree propped last week do not facili- 
tate surveillance. Neither does the fact that 
the Divisions Judgement Section Is composed 
of only 12 professional personnel with no 
more than half that number having the bur- 
den of trying to see that the many hundreds 
of consent decrees are being compiled with. 
Judged on any basis — cost benefit. Import- 
ance of the case etc., the resources which 
the Division can devote to litigation are 
greater than those devoted to compliance 

2. Section VI(A)(3) of the proposed de- 
cree requires defendant AMA to make avail- 
able for copying or for examination by any 
person-tbe technical reports in its possession 
or control prepared or exchanged by defend- 
ants pursuant to said cross-license within 
two years prior to the entry of this Final 
Judgment. Why only two years when the De- 
partment alleges the conspiracy to have be- 
gim at least In 1963 and when the Depart- 
ment alleges specific conspiracies to delay in- 
stallations in 1961, 1962-8 and 1664. There is 
also the onerous additional proviso that any 
person who requests such Information agrees 


to offer eadh Bfgnatmy pm4;y to the AMA 
oross-llceaslng ^reonent of July l. 1935, as 
amended, and any subsidiary tihereerf, nonex- 
clusive license rights' witti respect to 'any 
patents or patmit ^>pllieaiions based upon 
Informatlem obtained trenn AMA or its mem- 
bers who are defendants ^ this case. This 
proviso can vitiate the purpose of the afore- 
mentioned section VI(A) (S) since it requires 
firms or individuals to become mitangled 
in a E^tous risk at harassing llttgation wh^ 
the richest firm wins. What small firm Is 
going to take the risk? Consequently, the 
purpose this seeUmi to encourage {wollfer- 
atlon of Infmmatfam oi^usively obtained or 
possessed so as to ^xmote competltlcm fails. 

3. Two provl6t<ms which the Department 
emphasized in its September 11. 1969 press 
release were the restraint against exchanging 
confidential InformaHmi (IT A 2 a) and 
the restraint against filing Joint statements 
(IV A 2 g) to regulatory agmcles on mat- 
ters pertaining to pollution or automotive 
safety are scheduled to expire quietly In ten 
years under Section DC of the proposed de- 
cree unless the Department applies for a 
continuation after nine years. Why, if these 
two practices are considered anticompeti- 
tive — and indeed they go to the base of the 
conspiracy— will they be any less antlcmn- 
petltlve In ten years? 

In tbe case of the fuoposed restraint on 
Joint statexamts, the quallflcatlmis maicp the 
restraint mere paper in impact. These ex- 
emptions to the ban cm statmnents via 
tbe AMA are: statements relating to (1) the 
authority of the agency Involved; (2) the 
draftsmanship of or the scientific ne^ for 
standards or regulations; (3) test proce- 
dures or test data relevant to standards or 
r^ulatlons; or (4) the general engineering 
requlremmtts of standards or regulations 
based upon publicly avall^Ie information. 
In addition, the proposed decree (IV (A) 
(1)(6)) permits Joint fiUng on the critical 
point of ability to comply with a parttculai 
standard or regulation If there Is a written 
s^ency authorization for such a Joint state- 
ment. What kind of naivete or incompetence 
doss this draftsmanship reveal on tbe part 
of the public’s representatives in yoxu* Di- 
vision? Mr. Cutler has probably drafted a 
form request to the various agencies on be- 
half of tbe AMA to take advantage of Just 
that blatant loophole, and will approach 
the agenciM at the appropriate time. 

4. There Is no provision for requesting tbe 
Court to release the Grand Jury transcript 
and other documents In order that third par- 
ties have the opportunity to adjudicate their 
rights. Even in the case of 0.S. vs. Harper 
and Row et al (the book conspiracy case), 
the Division bad a Infmtnatlon release pro- 
vision. There Is also no ban on tbe destruc- 
tion of coil --rate or AMA documents re the 
conspiracy since 1963. 

In the light of the fore-going and other 
arguments made to your staff by concerned 
public representauves. I urge you to with- 
draw your consent to this proposed decree, 
as provided for on page I of the stipulation, 
and reconsider the necessity to initiate crimi- 
nal action against the defendants or at the 
lease a civil action with broader relief than 
requested by the January 10, 1969 complsJnt. 
In the most unsaUsfaotory alternative, the 
proposed decree should be amended to take 
Into account and eliminate the afore-men- 
tioned deficiencies and to incorporate a 
strong iDformatlun disclosure provision so 
that third parties, such ss Los Angeles Coun- 
ty, can do the Job that your Division failed 
to do. Better a trial sought and lost Uiaa a 
cmisent decree gained In the form of a legal 
fiction and jiropped up by a compliance 
capability that is beyond pathos. 

Durii^ your reconsideration, if you so un- 
dertake one, may I suggest that you Uke 
note of the following commentary on the 
Infirmity of the consent decree and Its con- 
tinuing ludicrous-tragic inftustructure; 

’’When a empwate ofllc'aJ knows that the 
probabilities are that, if bis activities are 
detect^, antitrust attack on a proposed eco- 
nomic program can be concluded amicably, 
with no nonwtety. and w^ uttle danger of 
resultant pHvate antirust actions. Utere is 
virtually nothing to lose and everything to 
gain from und^taklng a questtcmable pro- 
gram. Large scale use of tbe consent decree 
to conclude anUtirust sulto Instituted by tbe 
United States, therefoco, amounts to an in- 
vitation to corpcffate officers to undertake 
activities which may vit^te Gte law." (1950 
House Andtmst Subcommittee Report) 

In cmicluslon, I Should Uke to ask the 
following questions: 

1. What Bllocatloa <d compliance man- 
power do you mivii^op necessary for even the 
minimal provisions ot the proposed consent 
decree? What cmxqfiiance program been 
developed? 

2. Tbe reason given, among others, tor re- 
sorting to the consent decree resoluUon was 
the protracted delay in the courts and the 
manpower drain. How do you envialon re- 
spondlhg to this state of aSairfr^by relying 
more heavily on consent decrees as your case 
load builds tip or by constructing tbe case 
for doubling or quadrupling your staff and 
resources if the remnants the emnpetltive 


enterprise system are to be preserved and 
taking ihat case to the Congress and to the 
public? As you realize every day, the Anti- 
trust Divisions budget, In real terms, has not 
increased over the past six years— once pay 
Increases etc. axe accounted. This year, the 
entire budget for the Antitrust Division per- 
mits a manpower base of about 170 prac- 
ticing attorneys (about the size of the largest 
private law firms) and In dollar tmms is 
equivalent to approximately 3 hours gross 
revenue (on a 24 hour basis year around) 
of General Motors. Is It not time to unveil 
the farce of antitrust enforcement end pro- 
ceed to substance? 

3. Do you Intend to set forth your philoso- 
phy on consent decree^ises and procedures In 
the near future? Do you believe that the 
public shold have access, In terms of Input 
and commentary on Departmental proposals. 
before the consent decree agreement Is an- 
nounced. A few years ago, the Department 
adopted the 30 day rule to give Interested 
parties time to file their objections; but 
this is late for many interested parties and 
by this time the Department has made up 
Its mind. What is necessary is to give tbe 
public at least a partial access to persuade 
the Department instead of the present secret 
negotiations between the Department and 
the defendants. 

4. Your predecessor, Donald Turner, looked 
dimly on private aatitrust efforts as unduly 
disruptive of the Department’s public policy 
on antitrust. Do you share this reservation? 
Do you think the proposed consent decree is 
adequate to permit third parties to adjudi- 
cate their rights? 

5. Do you not concede the likelihood of 
anticompetitive effects flowing from grant- 
back provisions (such as in IVB2b) which 
run c?o\mter to the announced thrust of the 
consent decree proposal? 

By including the comments of Dr. Lee A. 
DuBrldge, President Nixon's science advisor, 
and the aj^oval of the Department of 
Health, Education and Welfare, In your Sep- 
tember 11, 1969 press release, you recognize 
the broad policy significance of this auto 
smeg antitrust case and the proposed con- 
sent decree. Others in Congress and in local 
governments agree. There is every indication 
that this Is-going to be the most widely con- 
tested decree in antitrust history. In order 
to have the opportunity for timely interven- 
tion. within the 30 ,ds-y limit, I would appre- 
ciate receiving you:’ responses on the afore- 
noted requests for more stringent legal ac- 
;Ion against the auto Industry and, alterna- 
tively, for stricter relief to the consent 
decree. 

Thank you for your consideration of the 
above euggeetlons. 

Slncererly yours, 

Rsi-ra NsDss. 


September 19, 1969 

LOG ANOELES COUNTY INTERVENES 
IN SMOG CASE 


HON. GEORGE E. BROWN. JR. 

or OALiFonuXA 

IN THE HOUSE OP REPRESENTATIVES 
Friday, September IS, 196S 
Mr. BROWN of California. Mr. 
Speaker, last week the Los Angeles 
County Board of Supervisors acted to in- 
tervene as a plaintiff in the antitrust case 
pending against automoible manufac- 
turers accused of conspiracy to limit 
development of effective air pollution 
contre^s. 

The complaint and the notice of mo- 
tion include some vital analysis relevant 
to the issue of allowing a consent decree 
in this case, and I now place them in the 
Record at this point, along with a rele- 
vant motion adopted this week by the 
board of supervisors: 

[U-S. District Court, Central District of 
California] 

United States or America, Plaintipp, v. 

AUTOMOSO-E MANUPAOrtTHEBS ASSOCIATION, 
Inc.; Genisiai. Motors Cobp.; Pobd Motor 
C o.; Chrysler Oorp.; and American Mo- 
tors CORP., 1>EPENDANTS 

(Civil No. 69-7S-JWC; filed. 1/10/69: com- 
plaint la Intervention of county of Los 
Angeles (State of California) and Air Pol- 
lution CMitrol District of the County of 
Lcs Angeles (State of California) 

COMPLAINT 

Come now the County of Los Angeles, of 
the §tate of California, and the Air Pollution 
Control District of the County of Los Angeles 
(State of California), and for cause of action 
against the Defendants Automobile Manu- 
facturers Association, Inc.; General. Motors 
Corporation;. Ford Motor Company; Chrysler 
Corporation: and American Motors Corpora- 
tion allege as follows; 
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That Halntiff in Intervention County of 
Los Angeles (County) is a public corporation 
and a political subdivision of tiie State of 
California. 

That Plaintlfl in Intervention Air Pollution 
Control Ibstrict of the County of Los Angel<» 
(APCC) is a public agency Knrmed and esist- 
pursuant to the laws of the State of 
California. 

That the Air Pollution Control District 
(APCD) is charged by the laws ctf State 
of .California with the duty of proFtecting. the 
he^th and welfare the people of Los An- 
geles County from Ute effects of air con- 
tamination; that since its creation In 1947 
the APCD has expended approximately sixty 
millions of dollars (560,000,000.00) of public 
funds in attempting to reduce air pollution, 
in lios Aj^elea* County; that the source of 
^Id funds is the 'neasury of the County of 
Los Angeles. 

IV 

That at all times alleged In the Complaint 
the County of Los Angeles was chaiged by 
law with the duty of providing medical serv- 
ices and other health services to more than 
one-half million p^ple who are and were 
residents of the County and are and were 
unable to pay for such services. 

That each year since 1952 the County erf 
Los Angeles has purchased more than 500 
motor vehicles from the named Defendants; 
that as a proximate result of the conspiracy 
alleged In the Complaint the motor vehicles 
purchased by them were not equipped with 
efficient air-pollution control devices, and 
that between 1952 and 1961 said vehicles 
were not equipped with any such devices 
whatsoever. 

That as a proximate result of the offenses 
alleged in the Complaint the Defendants 
have caused to be emitted into the air of 
Los Angeles County air contaminants In the 
form of hydrocarbons, carbon monoxide, ox- 
ides of nitrogen, particulate matter, and 
other air contaminants; that the amount of 
such emissions varies and has varied from 
day to' day and that the average amount of 
such air eontamlnante emitted In Los An- 
geles County presently exceeds 12,000 tons 
per day. 

VI 

That as a proximate result of said omis- 
sions of air contamination the County of 
Los Angeles has been forced to expend many 
millions of dollars in providing medical care 
and other health services to residents of Los 
Angeles County; that said emissions of air 
contamination have caused i^plratory dis- 
eases and aggravate and have aggravated 
respiratory diseases of residents of Los An- 
geles County; and that many thousands of 
persons suSertng from respiratory diseases 
were treated by County hospitals and other 
facilities, all at the expense of the County, 
during each year since 1963. 

vn 

That the Intereew of these PlalntilTs will 
not be adequately protected by the present 
Pm^les to the prweedlng. 

Wherefore, the Flelntlffs In Intervention 
pray: 

1. That the court permit the Plaintiffs In 
Intervention to become parties to this action 
on the side of the Plaintiff and that they he 
permitted to take part in all proceedings in 
this action. 

2. That the Court adjudge and decree that 
the Defendants have engaged In a combina- 
tion and conspiracy, in unreasonable re- 
straint of the aforesaid interstate trade and 
commerce, in violation of Section 1 of the 
Sherman Act. 

3. That each of the Defendants named in 
this Complaint, ltd successors, assignees and 
transferees, and the respective officers, di- 
rectors. ^ente, and employees thereof, and 
all pemons acting or claiming to act on 
behalf thereof; 

(a) he joined from continuing, main- 
taining, or renewing, directly or Indirectly, 
the co mbinat ion or conspiracy hereinbefene 
alleged, or from eng^ng in any other prac- 
tice. idan, program, or device having a similar 
effect; 

(b) be enjoined from entering into any 
agreements, arrangements, underatandlifgs, 
plan or program wltti any other person, part- 
nership. or corporation, directly or Indi- 
rectly: 

(1) to delay Installation erf air pollution 
cohttol equipment or othwwls© restrain indi- 
vidual decisions as to installation dates; 

( 2 ) to restrict individual publicity of re- 
search and development relating to air x>ollu- 
tlon control technology; 

(3) to require joint assessment of the 
value Of patents or patent r^hte relating to 
air pollution control equipment; 

(4) to require that acquisition of patent 
r^hts relating to air pollution technology be 
conditioned upon availability of such rights 
to others upon a most-favored-purcheser 


(5) to respond Jointly to requests by gov- 
ernment regulatory ^^ncles for inrormaticn 
or proposals concerning atr pollution con- 
trol technology unless sudi agency requests 
a jednr response In a particular case: and 
.(c) be required to Issue to any applicant 
interested In demliqrfng motor vehicle air 
pollution technology unresteleted, royalty- 
free licenses and production know-how under 
all United States patents owned, controlled, 
or applied for to wlilOh the cross-licensing 
agreement dated July 1, 1965. as amended, 
has been applicable, and to make available 
to any .such ai^lteant all other know-how 
related to air i^utlon control technology 
which has been ex<^nged with any other 
defendant. 

4. That the Plaintiff have such other, 
further, and different relief as the nature of 
the ease may lequlre and the Court may 
deem Just and prcq>er.ln tiie premises, includ- 
ing cancellation of the eross-lteensing 
agreement dated July 1, 1966. as amended, 
and an Injunction ensuring that all future 
j^nt arrangements relating to air pollution 
control 'techaoli^ be appropriately limited 
as to subject natter of Joint effort and num- 
bers <rf participants so as to maintain com- 
petition in the development of air pollution 
technology. 

6. That these PlMntiffs be awarded dam- 
ages against the Defendants, and each of 
them, in the sum- of One Bundled Uillion 
Dollars (5100,000.000.00) . 

6. That the Plaintiffs In luterventicn re- 
cover their costo of suit her^n and receive 
such other and additional relief as Is just 
in the premises. 

Dated; September 5, 1909. 

John D. MaHasc. 

County Counse!. 

By Davis D. Mix. 

Assistant County Counsel, 
Attorneys for Plaintiffs in Intervention. 

CESTincATE OP Service by Mail 
I hereby CMtify; under penalty of perjury, 
that I am and at all times hei^n mentioned 
have been a atlzen of the United States and 
a resident of the County of Los Angeles, over 
the age of eighteen years and not a party to 
nor interested in the wltUn action; tOiat my 
business address Is 64S Ball erf AdodnJstra- 
tion. City of Lee Angeles. County of Los An- 
gelos. State (rf OaUfornle; 

That on the 5th day of September. 1969, 1 
served the attaebed Notice of Motiem and 
Motion to Intervene with acoompanyliog 
documents upon attorneys of reccord tot 
United States of Am^lca; AutomobUe Manu- 
facturers Association, Inc.; General Motors 
Ooiporation; Fteti Motee Company: Chrysler 
Corporation; and Amerlcaa Motors Corpora- 
tion by d»oosiUng a copy thereof, enclosed 
In a sealed envelope with postage thereem 
fully prepaid, in a United States mall box in 
Loa Angeles. Catlfmnla. addressed as fcrflows; 

fUymond W. PblUpe. Dept, of Justice. 
Antitrust OlvisUm. 1807 U.S. Court House. 
313 North ^Hng 8t.. Lee Angeles. California 
90013. {Attomsys for Phtintiff, United States 
of Amertoa]. 

Gibson, Dunn & Cruttiier. Julian O. von 
Sailncwskl, Paul G. Bowee. Robert S. Cotter, 
634 South Spring Street. Loe Angeles, Oali- 
fomia 90014. {Attorneys for Defendant, Auto- 
mobile Manufacturers Association. Me..}. 

Overton. Lyman St Prince. Carl J. Schuck. 
5S0 S. Flower St.. Suite 807. Los Angeles. 
Calif. 90017 (Attorneys tor Defendant, Pc»rd 
Motor Company). 

Lawler. Felix Sc Hall. Marcus Mattson. Rob- 
ert Henlgson. 60S W. Olympic Blvd, Suite 50. 
Los Angeles, Calif. 00016 {Attorneys for De- 
fendant, General Motors Corporation). 

McCutchen. Black. Verlcger & Shea, Philip 
K. Verleger, William G. Shea. 616 S. Flower 
St., Suite 1111, Los Angeles. CsHf. 80017 [At- 
torneys lor Defendant. Chrysler Corporation | . 

O'Melveny & Myers. Allyn O. Kreps, Gdrard 

S. Boudreau. 611 West 6th Street. Los An- 
geles, Calif. 90017 [Attorneys for Defendant, 
American Motcra CcarptH’ation.] . 
and that the persons on whmn said service 
was made have tb^ cilices at a place where 
there Is a dellv^ seivtce by United States 
mall, and that there Is a regular oommuiU- 
caticm mall between the place of mailing 
and the place so addressed. 

Dated; September S. 1969. 

BOMtTA M. AUSR. 

[U.S. District Court. Central District of 
Oallfondal 

United States cw Ahcbica, PLMttnfT, v. 
AvTOKOBnx MAKDracTUBSBS Association, 
Inc.; Gsnebal Motors Corf.; Ford Motor 
C o.; CHSTSLrat CoRP.; and Ahericak Motors 
C oRP., Defendants 

(Civil No. 69-76-^WC. notice (rf motion and 
motion to Intervene as plaintiffs) 

To the following: 

Bsymond W. Phll^rfw, Department of Jus- 
tice, Antitrust Dlvisk^ 1387 US. Court 
House, 512 North Spring Streeit, Los Angeles. 
California 80013 [Respectively, attorney for 
Plaintiff, United States of America] 

Glbs<m. Dunn A Cruttitef, Julian O. von 
Kallnowsld, Paul G. Bower, Bob^ E. Cooper, 
634 South Street, Los Angeles, Cali- 


fornia 90014 [Respectively, attorneys for De- 
fendant, Automobile Manufacturers Associa- 
tion, Inc.|. 

Overton, Lyman.* Prince, Carl J. Scbuck, 
650 South Flower Street, SWte 607. Lee An- 
geles, California 90017 [Respectively, attor- 
neys for Defendant. Ford Motor Company]. 

Lawler. Felix & Hall, Marcus Mattson, 
Robert Henlgson, 605 West Olympic Boule- 
vard, Suite 800 Loe Angeles, California 90015 
[Reflectively, attorneys for Defendant, Gen- 
eral Motors OorporaW.on]. 

McCutchen, Black, Verleger * Shea, Philip 
K. Verleger, WllWam G. Shea, 615 South 
Flovwr Street, Suite 1111, Los Angeles, Cali- 
fornia 90017 [Respectively; attorneys for De- 
fendant, CJhr^er CcMT>crfationl. 

OMelvey & Myers, Allyn O. Krepa, CHrard 
B. Boudreau, 611 West 6th Street, Jjoe An- 
geles, California 90017 [Respectively, attor- 
neys for Defendant. American Motora Cor- 
poration]. 

Please be advised that on October 6, 1969, 
at the hour erf 10:00 A.M., or as soon there- 
after as counsel may be heard, the under- 
signed, County of Los Angeles (State of Oall- 
fornla) and the Air Pollution Control District 
of the County of Lee Angeles (State of Call- 
■fornda) will make formal motion in Court- 
room 10, United States Court House. 312 
North Spring Street, Los Angeles, Califomia, 
to Intervene in the above-referenced action. 

The County of Los- Angeles and the Air 
Pollution Control District of the County of 
Lee Angeles move pursimnt to Rule 24(a) (2) 
and Rule 24(b)(2) of tbe Federal Rules of 
Civil Procedure, tea leave to Intervene as 
plaintiffs In the above-entitled actlcm to as- 
sert the claims set forth In the proposed 
Complaint, a copy of which Is attached, cn 
the following grounds: 

1. The claims of the County of Los Angeles 
and the Air Pollutlcn Control District of tbe 
County of Los Angeles contained In the pro- 
posed Complaint for Intervention and the 
claims of tbe United States of America In 
the main action have substantial questions 
of law and fact in common. The common 
questions of law and fact are whether the 
Defendants engaged in a combination or 
conspiracy to prevent the development and 
distribution of motor vehicle air pollution 
control equipment. The interests of tbe In- 
tervenors In these common questions of law 
and fact, however are different and distinct 
from the Interests of the Plaintiff, the United 
States of America. The Plaintiff Is concerned 
about tbe direct and Immediate resulte of 
the common questions erf law and fact on 
free competition and interstate e<»unerce. 
Interveners' Intereste, on' the other hand, 
are the direct and Immediate result of the 
common questions of law and fact on the 
health and economic vitality of .the resi- 
dents of tbe County of Los Angeles. Tbe 
Plaintiff Is not adequately representing tbe 
Intereste erf the Intervenors. 

The Intervenors must become a party to 
the main action so that when the common 
questions of law and fact are resolved, the 
interests of the Intervenors will be pro- 
tected by; 

(a) Enjoining the oomblnation and con- 
spiracy so that pollution-free motor vehicles 
are developed to avoid the diversion of public 
funds for the purchase of ineffective motor 
vehicle air pollution control equipment by 
the intervenors ae public end users. 

(b) Enjoining the combination, and con- 
spiracy so that effective motor -v^iicle air 
pollution control equipment may be devel- 
oped at a lesser price and thereby av(Xd the 
further diversion of public funds for only 
partially effective motor vehicle air pollution 
control equipment. 

(c) Bnjoinli^ the combination and con- 
spiracy which causes Ineffective moto ve- 
hicle air pollution control equipment to be 
marketed and thereby causes substantial 
diversion of public funds for medical services 
made necesaary by the damaging conse- 
quences (rf breathing polluted air by resi- 
dents of Los Angeles County. 

2. Unless these Plaintiffs are permitted to 
int^ene the United States and the Defend- 
ants may settle this matter by stipulation or 
otherwise. Zn such an event, tiie facte of the 
conspiracy will be forever lost to thtoe mov- 
ing parties and to all persons who have been 
dmxLaged by said conspiracy. 

Because of the above-enumerated Interests 
In 'the common questions of law and fact 
(preventing the development and distribu- 
tion of effective motor vehicle air pollution 
control equipment) . the Intereste of Plain- 
tiffs In Intervention are separate and dis- 
tinct from the interests of the United States 
of America, and said Plaintiff cannot alone 
edeciuately r^resent the Intereste of the 
Inrttervenors. 

3. To grant the Motion to Intervene will 
not unduly delay or prejudice the rights of 
the original parties. The Plaintiff can con- 
tinue to focus on the competition and In- 
terstate commerce tmpUcatlons of the com- 
bination and con^iracy. The Defendants can 
continue to focus on the conmum questions 
of law and fact — a combination end con- 
spiracy to prevent the development and dis- 
tribution orf motor vehicle air pollution wm- 
trol equipment. No delay will be <aus8d by 


15 



81 


Ifttenrentlon. Only prejudice will result If the 
Motion to. Intervene Is denied. 

John- D. Makarg, 

County Counsel. 

By Davio D. Mix, 

Assistant County Counsel. 

Attorneys for the County of Los An- 
geles and Air Pollution Control I>ls- 
trlct. Coun ty o f Los Angeles. 

[C.S. District Court, Central ^strict of 
Calif wnla] 

United States or Amehica, Pi.azntdt v. 
AinoUOBIIigI Manufactubebs Absociauok. 
Inc.; Obmbbal Motobs Corp.; Ford Motor 
Co.; CHBTSLsa Corp.; and American 
Motors Oobp., Dqendants 
(Civil No. 69-76 JWC memorandum in sup- 
port of complaint in Intervention of 
County Of Los Angeles and air pollution 
control district) 

Rule 24, Federal Rules of Civil Procedure, 
is to be broadly construed. 

Rule 24(a)(2) of the Federal Rul« of 
Civil Procedure provides for intervention of 
rights as follows: 

■'Upon timely application anyone shall be 
permitted to intervene In an action ... (2) 
when the applicant claims an interest re- 
lating to the property or transaction which 
is the subject of the action and he is so 
situated that the disposition of the action 
may, as a practical matter, impair or Im- 
pede. his ability to protect that interest, un- 
le^ the applicant’s interest la adequately 
represented by existing parties." 

Rule 24 was amended to its present form 
in 1966. According to the United States Su- 
pr«ne Court, the purpose of the revision was 
Intended to Inject elasticity into the rule 
and to eliminate the restrictive approach of 
the older, more rigid cases interpreting the 
rule. Cascade Nat. Gos v. El Paso Nat. Gas, 
386 U.S. 129. Recent cases have applied a 
very broad Interpretation to Rule 24(a)(2). 
Cascade Nat. Gas, supra, at pages 135-6; 
Hopsen V. Hansen, 44 P.R.D. 18 (D.D.C. 1968) ; 
Nuesse v. Camp, 385 F. 2d 694 (DC CIH. 
1967) . 

An absolute right exists, as in this case, 
when the Plaintiff In Intervention claims an 
Interest relating to the property or transac- 
tion which Js not adequately represented by 
existing parties. A reading of Plaintiff In In- 
tervention's complaint reveals that the 
Plaintiff shares an identical Interest with 
the United States in the transaction which 
is the eubjeot of the lawsuit, Credits Com- 
mutation Co. V. V.B., 177 UA 311, 315-316; 
Minot 7. Jlfoatin (O.A,A. 8th 1899) 95 F. 734, 
739. In view of the Identity of Interest It Is 
essential that the Plaintiff be entitled to in- 
tervene in order to protect such Interest. 

In addition to Intervention as of right. 
Plaintiff In Intervention Is entitled to per- 
tnisslvely Intervene pursuant to Federal Rule 
24(b) which provides In part as follows: 

"I^on timely application anyone may be 
permitted to Intervene in an action: ... (2) 
when an applicant’s claim or defense in the 
main action Is a. question of law or fact in 
common." 

There Is no question Plaintiff in Interven- 
tion has several questions of law and fact in 
common with the United States relative to 
the pending action. BHnkerhoff v. Holland 
Trust Go. (CeSDNY) 159 P. 911; United 
Statues V. Vtiea, Chen. & Susquehanna Val- 
ley Ry. Co., 48 F. Supp. 908; Central Louisi- 
ana Elea. Co. V. Suroi Electrification Admin- 


istration (WJJXa. 1864) 338 F. Supp. 271. 
n 

United States Code. 'Utle 15, section 5, 
vests the court with authority to Join parties 
to a pending actbui. 

United States Code, Title 15. Sec. 5, th»eof 
provides aa fOBows: 

“Whenever It shall Appaa: to Hie court 
before which any jnoceedlng under section 
4 of this title may be pendli^. that the ends 
of justioe require that erthm: parties should 
be broi^ht before the court, toe court may 
cause them to be sumnimed, whether they 
re^de In the (BsMct Ih which toe court 
is held or no^ and sttopoenas to that end 
may be served In any dlstolet by toe mar- 
shal thereof." 

Plaintiff In IntervaiUoh alleges an inter- 
^ In toe vast a&setitolage of piopoeed evi- 
dence which the United States wia use In Ite 
case against toe parttas defendant hut which 
toe United States refuses to divulge to toe 
Plaintiff in Intervention. Pursuant to the 
authority vested by ‘ntle 16, Section 5. the 
CQurt may bring in addlttoaal parties to any 
suit brought by the United States. As a prac- 
tical matter, PlalntUf alleges that pursuant 
to this eectl^ toe Court Should exercise its 
authority to dispose of all ctalms arising out 
of toe transactien against toe perttes de- 
fendant In one litigation. State of Georgia v. 
Pennsylvania Ry. Co., 655 Ot. 716. 

Respectfully subnntted, 

JoBN D. Uahako, 

County Counsel. 
By David D. Mix, 

Assistant County Counsel. 

CsRTiPiCATB or Service bv Mail 

I hereby certify, under penalty of perjury, 
that I am and at all times herein mentioned 
have been a clUzen ef toe United States and 
a resident of toe County of Los Angeles, over 
toe age of eighteen years and not a party to 
nor interested Id the within acUon; that my 
business address is 646 Hall ot Administra- 
tion, City of Los Angeles. County of Los 
Alleles, State of Califorola; 

That on the 6th day of September. 1969, 1 
served the attached Notice ot Motion and 
Motion to Intervene with accompanying 
documents upon attorneys of record for Unit- 
ed States of America; Automobile Manufac- 
turers Assodauon, Inc.; General Motors 
Corporation; Ford Motor Ccenpany; Chrysler 
Corporation; and American Motors Corpora- 
tion, by depositing a copy thereof, enclosed In 
a sealed envelope with postage thereon fully 
prepaid, in a United States mail box in Los 
Angelee, California, addressed aa follows; 

Raymond W. Phuipps, Dept, of Justice, 
Antitrust IRvistoD, 1307 U.S. Court House. 312 
North Sjwlng St, Los Angeles. California 
90012 (.‘.ttorneys for Plaintiff, United States 
of Amertca). 

Gibson. Dunn & Crutcher. Julian O. von 
Ealinowslii. Paul O. Bower. Robert B. Cooper. 
634 South Spring Street. Los Angles. Cali- 
fornia 90014 (Attorneys few Defendant. Auto- 
mobile Manufacturers Association, Inc.). 

Overton, Lyman te Prince, Carl J. Scbuck, 
680 S. noww St, Suite 607, Los Angeles. 
Calif. 9001? (Attorneys for Defendant, Ford 
Motor Comply). 

Lawler, Felix & Hall. Marcus Mattson, Rob- 
ert Henlngson, 605 W. Olympic Blvd., Suite 
800, Los Aisles, CaUf. 90016 (Attorneys for 
Defendant, General Motors Corporation). 

McCutchen, Black. Verleger & Shea. PhlUp 
K. Verleger. Wuuam O. Shea. 616 s. Flower 
St. Suite 3111. Los Angeles. Calif. 90017 (At- 


torneys for Defendant, Chrysler Corporation). 

O’Melveny & Myers. Allyn O. Ki^w, Girard 
E. Boudreau, 611 West 6tb Street, Los Angeles, 
Calif. 90017 (Att<wneys for Defendant, Amer- 
ican Motors Corporation), 
and that the persons on whom said service 
was made have their offices at a place where 
there Is a delivery service by United States 
mall, and that there is a regular communica- 
tion by mail between the place oi mailing 
and the place so’addressed. 

Dated: Septembers. 1969. 

Bonita M. Auer. 


Resolution op Board of Supervisors. 
County op Los Angeles 


On motion of Supervisor Hahn, unani- 
mously carried (Supervisor Debs being tem- 
porarily absent) , it is ordered that the fol- 
lowing resolution be and it Is hereby 
adopted: 

“Whereas, citizens of smog-infested areas 
throughout toe United States were shocked 
when United States Assistant Attorney Gen- 
eral Richard W. McClaren. announced Sep- 
tember 11. 1969 toe Department of Justice 
wants to settle its suit based on secret testi- 
mony before a Federal Grand Jury that the 
automc^Ie manufacturers violated the 
Sher man Antllriwt Act by cQii.<tpi Hng to 
strain and delay toe development and Instal- 
lation of anti-smog devices; and 

“Whereas, the County <rf Los Angeles petl-, 
tloned the Federal court, requesting to inter- 
vene In the suit gainst the automoMle 
manufacturers and asking $100,000,900 dam- 
ages for Injuries to the public health and 
for the cost of toe Air Pollution Control Dis- 
trict; and 

“Whereas, equal Justice under the law 
means that every person as well as the largest 
corporations shall have the law equally ap- 
plied, and by having this far-reaching case 
settled cut of court, toe General Motors Cor- 
poration. Chrysler Corporation. Ford Motor 
Company and toe American Motors Corpora- 
tion receive favored treatment; and 

“Whereas, the public interest would be best 
served by having an open trial rather than a 
consent Judgment and thereby achieve per- 
manent and satisfactory relief rather than 
no rellM which could follow a consent Jude- 
ment: 


Now. therefore, be It resolved toat the 
Board of Supervlsore of the County of Los 
Angeles hereby re^ectfully requests Presi- 
dent Richard M. Nixon to direct the Attorney 
General to reverse the decision made tw Bis 
subordinate to settle the case, and to direct 
that a full end open trial proceed as soon 
as possible la Federal court; 

” ^ it further resolved that the Senate and 
the House, of Reprewntatlves be requested to 
bold hearings In their apjwo^ate commit- 
tees on the lull aspects of the Federal Grand 
Jury findings to learn If the public is being 
fully protected and If action to settle the suit 
out of court Is in the best Interest of the 
citlBShs ot the United States; 

"Be It further resolved that the Executive 
Officer send copies of this resolution to all 
members of the Congress. 

'‘Attest: 


^ “James S, Mbb, 

Ereeutliie O^teer and Clerk of toe 
Board of Supervisors of the County ot 
Los Angeles." 
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Introduction 


This study sets out the fiscal 1986 corporate welfare 
budget: the amount government takes out of the pockets of 
taxpayers in general and puts into the pockets of business. 

By eliminating corporate welfare, the deficit could be cut in 
half in 1986 and the budget could be balanced by 1988-- without 
cutting social spending, cutting military spending, or raising 
tax rates. 

The study divides corporate welfare into six different 
categories ; 

1. Direct cash grants from the federal government to 
business ; 

2. Tax expenditures--special exemptions, credits, 
exclusions and deductions in the tax code that benefit 
either specific industries or corporations in general; 

3. Credit subsidies — loans made by the government at 
below the market rate or even below the government's own 
cost of borrowing, and government loan guarantees; 

4. Services provided by the government to aid industry at 
taxpayer expense; 

5. Government agencies that promote business or restrict 
competition; 

6. Laws that subsidize business by restricting competition 
or-limiting liability. 


The overwhelming majority of corporate welfare is 
administered in the form of tax expenditures. Tax expenditures 
are like payments by the federal government, except that they are 
made through a reduction of taxes rather than by a direct grant. 

For example, if a corporation buys a machine costing $l-,000, the 
10 percent investment tax credit allows it to reduce its tax liability 
by $100. The investment credit thus has exactly the same 
effect as the government sending the corporation a $100 check. 

Tax expenditures are much less visible than direct expenditures, 
since they need not go through the authorization and 
appropriation process. Rather, they are simply stuck into the 
Internal Revenue Code, often after little discussion of their 
merits. Once they are in the Code, they are almost impossible to 
get out. 

Corporate tax expenditures are perhaps the fastest growing segment 
of the economy; they have grown from $7 billion in 1970 to more 
than $83 billion in 1986. 
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The most obvious form of corporate welfare is the direct 
cash grant from the government to corporations. Direct grants to 
corporations are not nearly as prevalent as are corporate tax 
expenditures, but are nevertheless significant: the government 
will pay corporations $13,759 billion in FY 1986, which is more 
than the cost of food stamps. 

A third type of corporate welfare is government credit, in 
the form of direct loans and loan guarantees. The government 
often makes loans to corporations, almost always at interest rates 
lower than those available from private lenders, and sometimes 
even below the government's own cost of borrowing. The 
government also guarantees loans to corporations by private 
lenders, i.e., agrees to repay the loan if the borrowing 
corporation does not repay it. Government guarantees enable some 
corporations who would not be able to borrow at all without the 
guarantee (e.g., Chrysler) to borrow from private lenders; they enable 
other corporations to borrow at much lower rates than they otherwise 
could, since the government's guarantee eliminates all risk to the 
render. 

Services and information provided to business at taxpayer 
expense are a fourth kind of subsidy to business. Most commonly, 
taxpayers pay for research and development that is used by 
private industry. Business also gets statistical information, ' 
.marketing services, technical assistance, advocacy, janitorial 
services — taxpayer-financed clean-ups of industry-generated 
waste — and many other types of largesse at taxpayer expense. 

Certain government agencies — those whose primary purpose is 
to promote business or protect business from competition — are a 
fifth kind of taxpayer support of business. While the purpose of 
such agencies as the Environmental Protection Agency, Occupational 
Safety and Health Administration, and Consumer Product Safety 
Commission is to protect the public from the abuses of business, the 
purpose of other agencies is to protect business. 

Cost figures for all corporate welfare programs in the first 
five categories are provided in this study arid in the FY 1986 
budget documents. The $107 billion total is the amount by which 
the deficit would be cut if these programs were eliminated. 

Corporate welfare programs in the sixth category — laws that 
subsidize business by restricting competition or limiting 
liability — do not directly affect the budget deficit. They do, 
however, impose substantial costs on both the economy and the 
consumer. We have described such laws and the costs they impose, 
but have not attempted to quantify those costs. 
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Table of Subsidies 


Tax Expenditu res Cost ( in billions ) Page 


Investment tax credit 

$38,371 

6 

ACRS 

21.727 

6 

IDE's 

4.470 

7 

Expensing of R&D 

3.315 

7 

R&D credit 

.995 

7 

Expensing of intangibles 

2.670 

8 

Percentage depletion (oil) 

1.140 

8 

Percentage depletion (non-oil) 

.825 

8 

Expense account living 

2.000 

9 

Capital gains — animals, 
minerals, timber 

1 . 680 

9 

Possessions tax credit 

1 . 585 

9 

j. v^xeign-earned income 
exclusion 

1.395 

9 

Foreign sales companies 

1 . 000 

9 

Deferral 

. 344 

10 

Excess bad debt reserves 

.875 

10 

Targeted jobs tax credit 

. 760 

10 

Dividend reinvestment 

.280 

10 

Deferral of tax on 
shipping companies 

.075 

11 

TOTAL 

$ 83.507 


Direct Subsidies 

Agricultural subsidies — 

Commodity Credit Corp. 

$12,564 

12 

Economic Development Admin. 

.233 

13 

Urban Development Action Grants 

. 544 

13 

Airline subsidies 

.053 

13 

Maritime subsidies 

.365 

14 

TOTAL 

$13,759 


Credit subsidies 



Rural Electrification Admin. 

$ 2.779 

15 

Agricultural Credit 

Insurance Fund 

1 . 247 

15 

FmHA Industrial Loan Program 

.014 

16 

Export— Import Bank 

. 996 

16 

Synfuels Corporation 

. 328 

16 

TOTAL 

$ 5 . 364 
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Se rvice/Information Subsidies 


Cost ( in £ billions ) Page 


Foreign Agricultural Service 

s 

.083 

18 

Agricultural Marketing Service 


.029 

18 

Federal Crop Insurance Service 


.437 

18 

Inland waterways 


1.050 

19 

Kuclear energy 


1.144 

19 

Fossil energy 


.285 

19 

Solar energy 


.240 

20 

Super fund 


.080 

20 

Aeronautical Research 


. 670 

20 

TOTAL 

s 

4.018 


The Corporate Welfare Bureaucracy 

ICC 

$ 

.054 

21 

Mar Ad 


. 029 

21 

FMC 


.012 

21 

ITC 


. 029 

22 

Dept, of Commerce 

International Trade Admin. 


.185 

22 

OPTI 


.003 

23 

TOTAL 

? 

. 312 


TOTAL COST OF ON-BUDGET CORPORATE 

WELFARE! 

; $106,960 

BILLION 


Laws that Subsidize Business 

Antitrust exemptions ? 24 
Tariffs and quotas ? 24 
Limitations on liability ? 25 
Restrictions on buying ? 25 
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I. TAX EXPENDITORES 


1 . Investment Tax Credit 

The investment credit allows corporations to reduce their tax 
liability by 10 percent of the cost of all new equipment they buy 
Thus, if a corporation buys a machine costing $10,000, the 
corporation really only pays $9,000, and taxpayers in general pay 
$1,000. The affect is the same as if the corporation paid full 
price for the machine and the government sent it a $1,000 check. 

The investment credit is by far the most expensive and 
perhaps the most wasteful corporate welfare program. It will 
cost American taxpayers more than $38 billion in fiscal 1986, 
yet, as Harvard Professors Alan Auerbach and Lawrence Summers 
have concluded, "the investment credit has had and continues to 
have an undesirable effect on the economy." First enacted in 
1962, it has proved useless for combatting recession; it has 
created severe economic distortions by reallocating capital from 
structures to equipment: and it has failed to create jobs. On 
the contrary, because it provides a 10 percent subsidy to capital 
but no subsidy to labor--and thus encourages firms to buy a 
machine rather than hire a worker if both can do the same job 
and would cost the same amount — it may have even had the effect 
of eliminating jobs. Because it subsidizes capital and not 
labor, it also provides most of its benefits to capital intensive 
big business — most of which would have made the investment 
anyway — rather than labor-intensive small business. 

The investment credit will cost U.S. taxpayers more in fiscal 
1986 than food stamps, welfare, student loans, and V.A. medical 
care combined'. 

Cost of investment tax credit in FY 1986: $38,371 billion 


2 . Accelerated Cost Recovery System ( ACRS ) 

ACRS allows businesses to deduct the cost of their new plant 
and equipment much faster than it actually wears out. For 
example, ACRS allows most equipment to be written off in 5 years, 
and most structures in 15. In combination with the investment 
credit, ACRS has allowed many large, capital-intensive 
corporations to pay little or no tax--or even get money back from 
the government. For example, during the past 3 years: 

♦General Electric had profits of $6.5 billion 
and not only paid no federal income tax but 
claimed $238 million in tax refunds; 

♦Dow Chemical had profits of $776 million and 
claimed $233 million in tax refunds; 
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*Union Carbide made $613 million and claimed 
$70 million in refunds; and 

*W.R. Grace made $684 million and claimed $12.5 
million in refunds. 


In FY 1986 ACRS will cost American taxpayers roughly the 
same amount as Medicaid. 

Cost of ACRS in FY 1986: $21,727 billion. 


3. Industrial Development Bonds (IDEs) 

IDEs are tax-exempt bonds issued by state or local 
governments. The governments make the proceeds of the bonds 
available to private firms. Because interest on the bonds is 
tax-exempt, businesses receiving the bonds can borrow at below- 
market interest rates. The federal government thus gives up 
revenues in order to subsidize the borrowing costs of private 
industry. 

Cost of IDEs in FY 1986: $4,470 billion 


4 . Expensing of Research and Development Expenditures 

Corporations may deduct the entire amount they spend on 
research and development in the year they spend it, evenithough 
the tax laws generally require taxpayers to deduct a portion of 
their investments each year during the period they produce 
income. ~ 

Cost of expensing of R & D in FY 1986: $3,315 billion 


5 . Research and Development Credit 

If a corporation spends more money on research than it has 
in the past, it can reduce its tax liability by 25 percent of the 
difference between the amount it spends on R s D in the tax year 
and the average annual amount it spent during the past three 
years . 

Cost of R & D credit in FY 1986: $995 million 
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6 . Expensing of Intangible Drilling Costs 

Oil companies may deduct the entire amount they spend for 
exploration and development in the year they spend it, even 
though the tax laws generally require corporations to deduct a 
portion of therr investments each year during the period they 
produce income. 

Cost of expensing of intangible drilling costs: $2,670 billion 


7 . Percentage Depletion for Oil Companies 

Independent oil companies can automatically reduce their 
taxable income by 15 percent of their gross income from oil 
wells. Percentage depletion allows oil companies to recover the 
value of their oil many times over. 

Cost of oil percentage depletion: $1,140 billion 


8 . Percentage Depletion for Industries Other than Oil and Gas 

Corporations in many other extractive industries, in 
addition to independent oil companies, are allowed to deduct a 
percentage of their gross income as a depletion allowance. The • 
percentage varies from 5 percent to, in most cases, 22 percent. 
The minerals eligible for the 22 percent depletion allowance 
include asbestos, bauxite (used in aluminum production), and 
Olay, and even sand, stone and gravel get a 5 percent depleton 
allowance. 

Cost of non-oil percentage depletion: $825 Billion 


9 . Deductions for Expense Account Living 

Under current law, businesses are allowed a tax deduction, 
for virtually any expenditure which is at all helpful or related 
to making a profit, including meals and entertainment expenses 
for employees and customers. Deductible activities include not 
only the fabled "three martini lunch" but also such things as 
yachts, hunting lodg;es, swimming pools, and fees paid to country 
clubs and other social, athletic, or sporting clubs. The result 
is that taxpayers in general subsidize the expenses of businesses 
and the leisure activities of business executives. 

Cost of expense account living in FY 1986: $2,000 billion* 


‘Treasury Department estimate 
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1 0 . Capital Gains Exclusion ; Animals / Minerals and Timber 

Sixty percent of the profit from the sale of timber, coal, 
and iron ore royalties is exempt from federal income tax. Also 
exempt is 60 percent of the profit from the sale of 
cattle, hogs, horses, mules, sheep, goats and donkeys. But 
proi^it's from the sale of chickens, turkeys, pigeons, geese, other 
birds, fish, frogs and reptiles are fully taxable. 

Cost of capital gains for animals, minerals and timber; $1,680 billion 


11. Possessions Tax Credit 

Corporations with plants in U.S. possessions can reduce 
their federal income tax by the tax attributable to those plants. 
The CBO has concluded that ”a major effect of the exemption in the 
1970's has been to induce U.S. firms to shift high“profit, low- 
labor activities to Puerto Rico, with relatively few benefits to 
zhe Puerto Rican economy." 

Cost of possessions tax credit in FY 1986: $1,585 billion 


1 2 . Foreiqn-Earned Income Exclusion 

Americans living abroad do not have to pay taxes on the 
first $80,000 they earn. This enables multinational corporations 
to pay their American employees much less than those employees 
would be paid if their income were fully taxable, and thus allows 
multinationals to reduce their costs. 

Cost of foreign-earned income exclusions in PY 1986: $1,395 


13 . Foreign Sales Companies ( FSCs ) 

Multinational corporations have traditionally been allowed 
to set up paper subsidiaries--domestic international sales 
corporations, or DiSCs — through which they could defer 
indefinitely a portion of the taxes on their sales to other 
countries. In 1984, Congress replaced DISCS, which were probably 
illegal under the General Agreement on Tariffs and Trade (GATT), 
with FSC's — foreign sales companies. Essentially, corporations 
that set up FSC's are tax-exempt on a portion of their income 
from exports. 


Cost of FSC's in PY 1986: $1,000 billion 
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^ ^ • Deferral of Income of Controlled Foreign Corporations 

U.S. corporations operating through overseas subsidiaries 
are allowed to put off paying U.S- taxes on their foreign income 
until the earnings are brought home. So long as the profits and 
tax savings are reinvested in foreign countries, this "deferral" 
amounts to a permanent forgiveness of U.S- taxes. It also 
creates an incentive for firms to invest abroad rather than in 
the U.S., thereby exporting capital and jobs- A study prepared 
for the State Department showed that the U.S. would have had one 
million more jobs if U.S. corporations had attempted to serve 
foreign markets from a U.S. base. The largest 30 multinationals 
pick up over half the benefits of deferral. 

Cost of deferral in FY 1986: $344 million 


15. Excess Bad Debt Reserves For Financial Institutions 

Most businesses may deduct a certain amount for bad debts 
based on their actual experience. Financial institutions, 
however, may deduct an amount for bad debts based on a special 
formula that has no relation to their actual experience. For 
example, some financial institutions may deduct up to 40 percent 
of taxable income as a bad debt allowance, even though most 
actually write off less than one percent of the amount they lend. 

Cost of excess bad debt reserves in FY 1986: $875 nilllon 


16. Targeted Jobs Tax Credit 

If a corporation hires a worker belonging to one of nine 
minority groups — including welfare recipients, ex-convicts or 
"economically disadvantaged" 18 to 24 year~olds--it can reduce 
its taxes by up to $3,000 for each such worker hired. A 
corporation hiring an equally disadvantaged 25 year-old who has 
never been on welfare or in jail does not get this tax break. 

Cost of TJTC in FY 1986: $760 million 


17 . Dividend Reinvestment in Public Utilities 

Utilities' first $750 in stock dividends ($1,500 on a joint 
return) are tax-exempt if reinvested in the utility's stock. 

Cost of dividend reinvestment plan in FY 1986: $280 million 
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18. Deferral of Tax on Shipping Companies 

Taxes are deferred on money put into special funds for the 
construction of vessels in O.S. shipyards. Taxes may be deferred 
indefinitely as long as the money initially deposited is 
reinvested, in vessels built in the U.S. 

Cost of shitting company tax deferral in FTf 1986: S75 million 


11 



94 


II. DIRECT SUBSIDIES 


1 . Agricultural Subsidies — Commodity Credit corporation 

According to the Appendix to the Budget, the CCC was 
created to, among other things, "stabilize, support, and protect 
farm income and prices." It does this through cash grants 
(deficiency payments), purchases of commodities, price support 
loans and credit and other compensation to farmers, exporters and 
foreign buyers. By law, the CCC must subsidize corn, cotton, 
wheat, rice, peanuts, tobacco, honey, milk, barley, oats, rye, 
sorghum, sugar, soybeans and seed cotton. 

The CCC's programs disproportionately benefit large 
corporate farming. For example, in 1983, the largest 9.4 percent 
of wheat farmers received 42 percent of CCC deficiency 
payments; the largest 12.8 percent of corn farmers received 40 
percent of the payments; and the largest 7.5 percent of cotton 
farmers received 33 percent of the payments. On the other hand, 
in 1980, the 33 percent of farms with sales below $5,000 received 
only 3.5 percent of all direct payments from the government. 

As the administration acknowledges, taxpayers pay for farm 
subsidies in three ways. First, they pay for excess production. 
The CCC encourages production through price support loans and 
income support target prices; subsidized insurance against crop 
losses; and subsidized Farmers Home Administration credit for 
continuing expanding farm operations. Second, taxpayers pay to 
cut production: the CCC controls supply through acreage 
reductions, paid land diversions, and payment-in-kind programs. 
Finally, taxpayers pay to subsidize exports to get rid of the 
surplus because the first two actions artificially raise farm 
prices above world market levels. 

According to the administration, CCC programs have created 
the following bizarre results: 

* The Federal government buys 10 percent of O.S. milk at a 
taxpayer cost of about $2 billion per year, so that U.S. 
consumers pay over double the world price for dairy 
products ; 

* The U.S. sugar price is artificially kept above 20 cents 
per pound while the world price is less than 5 cents per 
pound ; 

* In 1984, $117 million of direct Federal cash payments went 
to wool producers, while the total value of wool production 
was only $62 million; 

* The government acquired over half the honey produced in 
the O.S. in 1984, at a taxpayer cost of $ 90 million. 

Cost of CCC in FY 1986: $12,564 billion 
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2 . Economic Development Administration 

EDA grants, loans and loan guarantees are granted primarily 
to large, established firms which already have access to private 
financing. Capital access alone will not induce such firms to 
locate in genuinely distressed areas, given the other deterrents 
to such locations; evidence indicates that EDA programs do not, 
in fact, influence plant locations. Moreover, there is little 
evidence that EDA grants have created net new jobs or capital; 
rather, such grants have merely shifted jobs and capital around — 
at a cost of $9.4 billion to the federal deficit over the past 
eight years. 

Cost of EDA in FY 1986; $233 million 


3. Drban Development Action Grants 

Although UDAGs are used for a variety of urban projects, 
most of the funding is used to promote business: 58 percent of 
the grant money is used to fund commercial projects, 28 percent 
to fund industrial projects. Among the recipients of taxpayer 
largesse through UDAG grants have been the Hyatt Corporation, 
General Motors, and Sherman-Williams. Nationwide, for example, 
UDAGs have been used to help build 262 hotels. The nonelectrical 
machinery and fabricated metal products industries have also been 
frequent ODAG beneficiaries, according to the CBO. 

Moreover, UDAGs are simply a weapon in a war between states 
and localities which business can't lose but taxpayers can't win. 
For example, New York City and Jersey City have been engaged in a 
bidding war for commercial projects--at taxpayers' expense — that 
began with a $40 million UDAG grant to jersey City. Thus, the 
administration characterizes UDAG grants as "an expensive 
taxpayer-supported shell game which lures jobs and investment 
from one location to another." 

Cost of UDAGs in FY 1986: $544 million 


4. Airline Subsidies 

The federal government subsidizes air carriers in order to 
guarantee service to communities that had air carrier service 
before airline deregulation went into effect. The Treasury 
Department administers this program (until the CAB went out of 
business in 1984, it had run the program). Almost half 
the cities receiving the subsidy are within 100 miles of a major 
hub airport. Moreover, the subsidy guarantees airlines a set 
profit as a percentage of costs, thus leaving them little 
incentive to hold their costs down. 

Cost of the airline subsidy in FY 1986: $53 million 
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Maritime Subsidies 


Through direct cash grants, the Maritime Administration 
heavily subsidizes the operating costs of U.S. flag ocean liners, 
thus reducing the incentive of the industry to become more 
efficient and competitive with foreign fleets. MarAd also issues 
construction loans and mortgages for construction or conversion 
of vessels, and does research and development for the industry. 

Cost of maritime subsidies in FY 1986; $365 million 
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III. CREDIT SUBSIDIES 


1 . Rural Electrification Administration 

The REA subsidizes the development of electricity and 
telephone service in rural areas, using two funding vehicles. 

The Rural Electrification and Telephone Revolving Fund (RETRF) 
provides direct loans at a maximum rate of 5 percent for 35 
years. The Federal Financing Bank makes direct loans which are 
then guaranteed by the REA. The REA loans are charged at the 
Treasury's borrowing rate plus one-eighth of one percent. They 
primarily finance electrical generating facilities, such as 
nuclear power plants, which are often jointly owned by REA 
cooperatives and investor-owned utilities. But for REA 
financing, many nuclear plants might not be built. 

REA loan guarantees primarily go to subsidiaries of holding 
companies or to independent corporations with strong credit 
ratings, both of which are capable of borrowing in private credit 
markets. As the Democratic Study Group pointed out in 1981, "the 
major reason that these systems have not converted to using the 
private sector as a major capital source is the highly favorable 
term structure — on both the direct and guaranteed lending side — 
offered by REA." The REA also furnishes business management and 
technical assistance on a regular basis to its borrowers through 
regulations, personal visits and training. 

Cost of REA in PY 1986: $2,779 billion 


2 . Agricultural Credit Insurance Fund 

A part of the Farmers' Home Administration, the ACIF 
provides loans and loan guarantees for farm ownership and 
operation. Maturities are 35 to 40 years, and the interest rate 
is the rate the ACIF gets from the Treasury plus a small 
administrative fee. Farm operating loans have shorter 
maturities, but about the same interest rate. Disaster loans, 
which pay for damage to farmland and equipment caused by natural 
disasters, are issued at eight percent interest. Loan guarantees 
have the same maturity as loans, but interest rates are 
negotiated directly with the lender. 

The ACIF has approximately $26 billion in loans outstanding. 
In FY 1985, it made S3. 4 billion in direct loans and $706 million 
in loan guarantees. Outlays for the ACIF in FY 1986 are 
approximately $1,247 billion. 

Cost of ACIF in FY 1986: $1,247 billion 
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3, Farmers Home Administration Business and Industrial Loan Program 

Among other things, the FmHA provides loan guarantees for 
business and industrial development In rural areas. At the end of 
FY 1984, the FmHA had an outstanding portfolio of $3.3 billion in 
loans and loan guarantees for such development. As the 
administration points out, "reliance on federal financing for 
business development is less efficient economically than reliance 
on private capital markets." 

Cost of FmHA industrial loan program in FY 1986s $14 million 


4 . Export- Import Bank 

The purpose of the Ex-Im Bank is “to aid in financing and to 
facilitate CJ.S. exports," according to the administration. The 
Bank “assumelsl commercial and political risks that exporters or 
private institutions are unwilling to undertake," although the 
exporters and private institutions get any profits of such 
taxpayer-assumed risks. The Bank operates four programs that 
facilitate the sale of U.S. goods abroad: direct loans to foreign 
buyers, discount loans, loan guarantees and insurance. 

As the administration pointed out in 1981, "a large 
proportion of the Bank's annual lending supports exports by a 
handful of large firms." In 1980, for example, two-thirds of the 
Bank's loans went to seven giant corporations which produce 
nuclear plants, aircraft and other high technology items: Boeing, 
Westinghouse, General Electric, McDonnell Douglas, Combustion 
Engineering, Lockheed and Western Electric. Such beneficiaries 
of Ex-Im Bank largesse argue that they need the subsidies to meet 
foreign subsidized competition; however, foreign subsidies have 
been reduced by luure than 80 percent over the past four years, 
according to the Organization for Economic Development. 

Cost of Ex-Ira Bank in PY 1986: $996 million 


5 . Synthetic Fuels Corporation 

In 1980, Congress established a massive taxpayer-subsidized 
program for the development of synthetic liquid fuels from oil 
shale, coal and tar sands. In short, the taxpayer takes the 
risks and the major oil companies take the profits, if any: as 
rhe Appendix to the Budget acknowledges, "private sector firms 
will plan, construct, operate and/or own the synthetic fuels 
plants, but will receive financial assistance from the 
Corporation in the form of purchase agreements, price guarantees, 
guaranteed loans, and direct loans." 
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The Synfuels Corporation estimates that it will make 
additional awards totaling $4.1 billion in 1985 and $3.6 billion 
in 1986. Outlays for FY 1986 are presently expected to total 
about $330 million, but may increase, according to the 
administration, "depending on developments in the world oil 
market" and other factors. 

Cost of Synfuels Corporation in FY 1986: $328 million 
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XV. SERVICE AND INFORMATION SUBSIDIES 


1 . Foreign Agricultural Service 

The FAS is committed to enabling "American farmers and 
traders to take maximum advantage of increased opportunities to 
sell U.S. agricultural commodities abroad and to help increase 
U.S. farm income," according to the administration. The FAS 
seeks to "provide consolidated trade services and marketing 
expertise to commodity exporters," stimulate interest in 
exporting farm-grown products, improve and coordinate market 
development techniques, share financial risks inherent in market 
exploration and lend official government representation to the 
conduct of business abroad. Each of these activities is designed 
expressly to benefit farmers and exporters. 

Cost of FAS in FY 1986: $83 million 


2 . Agric ul ture 1 Mark e ting Service 

AMS activities "assist producers and handlers of 
agricultural commodities by providing a variety of marketing 
services," according to the administration. Among other things, 
they are designed to "improve the competitive position and expand' 
markets for cotton, beef, eggs, wheat, and wool," and to "promote 
U.S. foreign trade of various fruits." Thus, taxpayers subsidize 
promotional efforts for certain farm products; ironically, these 
efforts often can be successful only if the markets for other 
farm commodities are reduced. 

Cost of AMS in FY 1986: $29 million 


3 . Federal Crop Insuranc e Corporation 

The purpose of the Federal Crop Insurance Corporation is to 
"improv(e] the economic stability of agriculture," according to 
the Appendix to the Budget. For FY 1986 the FCIC will provide 
approximately $8.6 billion in insurance protection to farmers, 
administered through its Washington, D.C. headquarters, its 
Kansas City national operations office, 18 field operations 
offices and 11 field actuarial officers. 

Cost of federal crop insurance in FY 1986: $437 million 
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4 . Subsidies to Barge-Operators — Inland Waterways 

The nation's commercial navigation system is operated and 
maintained by the Army Corps of Engineers at a cost of $1.1 
billion in FY 1986. Users of the system, however--primarily 
barge operators — pay only $50 million to use the system. 

Cost of subsidy to barge operators in PY 1986: $1,050 billion 


5 . Subsidies to the Nuclea r industry 

According to former Energy Department analyst Joseph Bowing, 
federal subsidies to the nuclear industry totaled $40 billion 
between 1950 and 1979. The Reagan administration has continued 
these subsidies, not only by doing research and development for 
the nuclear industry, but also by intervening in federal and 
state regulatory hearings to ensure favorable treatment of 
nuclear utilities, by pushing state regulatory commissions to 
permit inclusion of Construction Work in Progress (CWIP) funds in 
the rate bases of utilities, and by reviewing the operating 
licenses of mothballed nuclear plants to see whether and how the 
operating procedure could continue. 

According to the Appendix to the Budget, the nuclear fission 
program of the Energy Department will use taxpayers' money to 
"pursue technology development efforts with the private sector," 
to help clean up Three Mile Island, and to clean up the waste 
from uranium mining and other contaminated sites, even though 
private industry has created the waste and has kept any profits 
from the activities that spawned the waste. Taxpayers also pay 
for "advanced technology development for industrial applications" 
of nuclear fusion. 

Cost of nuclear industry subsidy in FY 1986: $1,144 billion 


6 . Fossil Energy Subsidies 

Taxpayers pay for research and development that will benefit 
the coal industry. The objective of the coal program, as the 
Appendix puts it, is to "provide an adequate scientific and 
engineering knowledge base to foster technological advances by 
the private sector." For example, "surface and underground coal 
gasification research will be continued to provide data for 
effective technology transfer to industry." Similarly, taxpayers 
pay for "the exploration, development, and producton of petroleum 
:-esoarces" to benefit the oil industry. 

Cost of fossil fuel subsidies in FY 1986: $285 million 
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7 . Solar Energy Subsidies 

According to the Appendix, "the solar energy program will 
conduct research and development to help the H.S. private sector 
develop solar technologies as competitive energy supply options." 

Cost of solar energy subsidy in FY 1986: $240 million 


8 . Superfund 

Superfund helps finance the clean-up of toxic waste 
dumpsites. While 87.5 percent of its funding comes from taxes on 
industries, the remainder — currently $80 million — is provided by 
taxpayers. So far, only six of our estimated 22,000 hazardous 
waste sites have been cleaned up; more funding is clearly needed. 
Because Superfund's authorization expires in September 1985, 
Congress will have to reauthorize the program this session. 

Cost of taxpayer contribution to Superfund in FY 1986: $80 million 


9 . Aeronautical Research and Technology 

The aeronautical research program in the National 
Aeronautics and Space Administration "conducts research and 
develops technology for future military and civil aircraft 
through support for the staff, major facilities and other 
activities of the three major aeronautical centers," according to 
the Appendix to the Budget. While other NASA programs may have 
commercial benefits, they are intended for purposes other than 
commercial aid. But the purpose of the aeronautical research and 
technology program is "to help U.S. commercial aviation," 
according to the CBO. 

Cost of aeronautical research program in FY 1986: $670 million 
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V. THE CORPORATE WELFARE BUREAUCRACY 


1 . The Interstate Commerce Commission 

In recent decades, the ICC has regulated the railroad and 
trucking industries for the benefit of the industries, not the 
public. It has made it extremely difficult for new companies to 
enter the trucking industry; it has prevented companies from 
offering innovative price/service alternatives; and it has served 
as an enforcer of price-fixing agreements. Such agreements, 
which are felonies in most other industries, were legalized in 
the trucking industry by the Reed-Bullwinkle Act in 1948. 

In 1980, Congress passed legislation partially deregulating 
the trucking industry; a few years earlier it had partially 
deregulated the rail industry. New entry became somewhat easier 
and antitrust immunity was somewhat restricted. Nevertheless, 
the ICC continues to regulate rates. Abolishing the ICC would 
save taxpayers $54 million in FY 1986 and would lower prices to 
shippers and consumers. 

Cost of ICC in FY 1986: $54 million 


2. The Maritime Administration 

The Maritime Administration administers the operating 
subsidies given to the maritime industry and also does research 
and development for the industry. These are explained in 
Section II above. In addition, the Maritime Administration budget 
contains $29 million in FY 1986 for administrative costs. With 
the industry forced to stand on its own two feet, these costs can 
be elimina-ted also. 

Cost of MarAd bureaucracy in FY 1986: $29 million 


3. The Federal Maritime Commission 

Like the ICC, the FMC regulates to protect the industry — in 
this case the maritime industry — not the public. Historically, 
the FMC has functioned as an enforcer of price-fixing agreements 
among ocean carriers. In 1984 Congress passed legislation 
expanding the industry's antitrust immunity — it expressly allowed 
ocean carriers to "discuss, fix and regulate rates" and "control, 
regulate, or prevent competition in international ocean 
transportation." It also strengthened the ability of the FMC to 
enforce price-fixing agreements among carriers. Abolishing the 
FMC would save taxpayers $12 million in FY 1986. In addition, 
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removing the FMC as an enforcer of price-fixing agreements would 
be likely to encourage "cheating” on such agreements among 
carriers, and thus to lower prices to consumers. 

Cost of FMC in FY 1986: $12 million 


4. international Trade Commission 

The purjrase of the ITC is to investigate complaints by 
American business about ’^unfair” foreign competition and to 
advise the President and Congress about how to protect American 
businesses that cannot compete with foreign firms. The ITC may 
recommend several actions that both raise prices to consumers and 
reduce the incentive of American businesses to become more 
efficient, including duties and quotas. Among the leading 
complainers to the ITC are the steel, chemicals, and machinery 
industries . 

Cost of International Trade Commission in FY 1986: $29 million 


5, Department of Commerce Agencies 

The Commerce Department does much necessary work that 
benefits the general public. For .example, it takes the census and 
it forecasts the weather. On the other hand, the Commerce 
Department also does work that merely protects and promotes 
business at taxpayers' expense. For example: 

A. International Trade Administration 

According to the Appendix to the Budget, the 
activities of the International Trade Administration are 
designed “to promote an improved trade posture for U.S. 
industry...." Among the ITA's duties are "provid[ingl 
marketing services directly and through the Foreign 
Commercial Service which will assist U.S. industries to 
expand exports"; "counseling U.S. businessmen on exporting" 
in 48 offices in the U.S. and 66 in foreign countries; and 
"promot[ing] and f acilitat [ ing j participation of U.S. firms 
in trade shows." Such functions should be paid for by those 
that benefit from them — U.S. businesses that export--rather 
than the taxpayers. 

Cost of ITA in FY 1986: $185 million 
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B. Office of the Assistant Secretary for Productivity, 
Technology and Innovation (OPTI) 

According to the Commerce Department's most recent 
annual reporu, the office "provides essential business 
information and analysis to the private sector" and 
"identifies and eliminates barriers to productivity growth." 
To overcome such "barriers" this office recommended 
"modifying antitrust laws for joint research and 
development" and "strengthening research and development tax 
incentives." This office has also urged weakened product 
liability laws. 

Cost of OPTI in FY 1986: $3 million 
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VI. LAWS THAT SUBSIDIZE BUSINESS 


Laws that prevent, restrict or distort competition are the 
final type of business subsidy. While the costs of such laws in 
the form of higher prices and lost efficiency and productivity 
are enormous, they are extremely difficult to quantify. 

Such "law subsidies" fall into four different categories: 

* antitrust exemptions — laws that legalize price-fixing; 

* tariffs and quotas — laws that prevent or restrict 
competition from abroad; 

* limitations on liability; and 

* laws that restrict buying, such as cargo preference or 
"Buy American" laws. 


1. Antitrust Exemptions 

Exporters, insurance companies and farmers all have their 
own antitrust exemptions. Under the Webb-Pomerene Act and the 
Export Trading Company Act of 1982, corporations may legally fix 
prices on items they export. This makes price-fixing in the U.S. 
on exported items both more likely to occur and more difficult to 
detect, thus raising prices to consumers. 

Under the McCarren-Ferguson Act, insurance companies can 
legally fix prices. In 1979 the Federal Trade Commission 
released a study concluding that many insurance companies were 
making supra-competitive profits, at least in part because of the 
MoCarren exemption. Congress responded by prohibiting the FTC — 
which was already prohibited from suing insurance companies — from 
even studying the industry. 

Finally, the Capper-Volstead Act allows "farmers, planters, 
ranchmen, and nut or fruit growers" to "act together in 
association" in "collectively processing, preparing for market, 
handling and marketing..." Thus, for many agricultural 
commodities, the Department of Agriculture oversees the design 
and conduct of "marketing orders," which permit producers and 
their cooperative organizations to determine the quantities of 
individual commodities to be sold for different uses and, in 
some oases, the prices at vrhioh such commodities will be sold. 


2. Tariffs and Quotas 

Tariffs and quotas restrict the availability of foreign 
goods — either by restricting their supply or by raising their 
price — thus allowing U.S. manufacturers to raise their prices, 
too. Perhaps most well-known are the automobile quotas — 
euphemistically known as "voluntary restraints." under the 
"voluntary restraint" agreement, Japanese manufacturers may export 
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to the U.S. only 1.85 million cars a year — far less than the 
demand--thus both raising the price of Japanese cars and allowing 
U.S. auto manufacturers to charge more for their cars. The 
result? Since the quotas were imposed, car prices have risen by 
double the rate of inflation, so that the average car now costs 
more than $10,000. And auto companies have been earning record 
profits . 

Tariffs — duties on foreign goods — also raise prices. In 
1980, tariffs cost consumers an estimated $7.5 billion. The cost 
of machinery, clothing, transportation equipment, chemicals and 
iron and steel are all more than $500 million greater because of 
tariffs . 


3. Limitations on Liability 

The most well-known limitation on liability is the Price- 
Anderson Act, which limits private liability in the case of a 
nuclear accident to $560 million, regardless of the damage caused 
by the accident. This limitation has allowed the nuclear 
industry to expand without paying for the -risk of nuclear 
disaster . 

"Since both the probabilities and the consequences of a 
serious nuclear accident are unknown and vigorously disputed, it 
is not possible to calculate even an approximate size for the 
Price-Anderson subsidy with any degree of confidence," according 
to Amory Lovins of the Rocky Mountain Institute. But it is 
clearly substantial. 


4. Restrictions on Buying 

Under the so-called "Buy American" Act, the federal 
government must buy everything it nses from U.S. corporations, 
even if foreign corporations will sell the same items at a lower 
price. 
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Methodology 


The Congresr. Watch corporate welfare budget includes only 
those federal programs that directly and primarily benefit 
business and are intended to benefit business. It does not 
include programs that are intended to and do directly benefit 
individuals — even if businesses receive substantial indirect 
benefits from them. For example# the mortgage interest deduction 
increases the demand for and price of houses, and thus benefits 
the real estate and home building industries. But because the 
immediate beneficiaries of the deduction are individuals, who get 
a tax break when they buy a house, the deduction is not included 
as corporate welfare. Similarly, low income housing assistance 
indirectly benefits the housing industry and food stamps may 
indirectly benefit agribusiness, but such programs are not 
included as corporate welfare because the intended beneficiaries 
of those programs are poor people. 

This study also does not include as corporate welfare aid 
rendered to quasi-governmental corporations, such as the 
Tennessee Valley Authority, the Government National Mortgage 
Association, ("Ginnie Mae'*), Amtrak, the Federal National 
Mortgage Association, ("Fannie Mae"), or the Federal Home Loan 
Mortgage Corporation ("Freddie Mac"). 

Finally, this study also excludes all expenditures by the 
Defense Department, even expenditures that could be included as ■ 
corporate welfare, e.g., the amount by which $800 toilet seats, 
$700 hammers, or $400 coffee pots exceed the fair market value of 
these items. The focus of this study is strictly domestic 
spending on corporations. 

The cost estimates for all direct, credit, service and 
bureaucratic corporate welfare programs included in this study 
are from the FY 1986 U.S, Government budget documents. In most 
cases the estimates are the "current services" outlay estimates 
for PY 1986 — the anticipated costs of continuing ongoing federal 
programs at present levels without policy changes. These 
estimates can be found in Special Analysis A of the Budget. For 
programs the administration has proposed to cut, "current 
service" estimates can also be found in the budget document 
entitled "Background on Major Spending Reforms and Reductions in 
the Fiscal Year 1986 Budget," Occasionally, the current services 
estimates in Special Analysis A are not broken out in sufficient 
detail for this study. In those cases the current service 
estimate is extrapolated from the estimate for FY 1985, which can 
be found in the Budget and the Appendix to the Budget. 

Unless otherwise noted, tax expenditure revenue estimates 
are from "Estimates of Federal Tax Expenditures for Fiscal Years 
1984-89," by the Joint Committee on Taxation, November 9, 1984. 
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The descriptions of the various cor{x>rate welfare programs 
are based on information from the FY 1986 Budget documents and 
from the following additional sources; 


Office of Management and Budget, Major Themes and Additional 
Budget Details, FY 1985; 

Office of Management and Budget, America's New Beginning: A 
Program for Economic Recovery, February 18, 1981; 

Congressional Budget Office, Federal Support of U.S. Business, 
Jan. 1984? 

P. Morici and L, Megna, U.S. Economic Policies Affecting 
Industrial Trade, 1983; 

Democratic Study Group, Special Report; The Stockman Hit List, 
Feb. 7, 1981; 

Citizens for Tax Justice, The Failure of Corporate 
Tax Incentives, Jan, 1985. 
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VIII . CONCLUSION 


To say fairness demands that corporate welfare be cut when 
aid to oldr blind and disabled people has already been cut is 
laboring the obvious. 

But in addition, corporate welfare distorts the economy, it 
directs investment away from those businesses that are the most 
productive and efficient and toward those that get the greatest 
tax benefits, direct subsidies or low-interest loans. The result 
is a less efficient and less productive economy than would exist 
if the free market determined where investment went. 

Finally, corporate welfare programs do not require the 
corporations that receive government aid to do anything in 
return. If Congress and the President decide that corporate 
welfare should continue, then they should also institute 
corporate workfare: in order to get cash grants or tax benefits 
corporations could be required to benefit the public in some 
way — for example, by lowering their prices, improving worker 
safety, or improving the quality of their products. 

Otherwise, corporate America will continue to lose ground to 
foreign competition, secure in the knowledge that if it can^t 
make it on its own, the corporate welfare system will always be 
around to bail it out. 
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TABLE OF 1984 CORPORATE SUBSIDIES 


On-Budget Items 1984 Subsid y 

(in billions of dollars) 

ENERGY INDUSTRY 

Nuclear 

oResearch $0.57 billion 

oClinch River Breeder Reactor 0.27 

Synthetic Fuels 13.50 

Oil 

"Expensing of Intangibles 
oOil Depletion Allowance 

FOOD INDUSTRY 


Agricultural Price Supports 6.40 

Water Projects 0.82 

CORPORATE TAX BREAKS 
Capital Intensive Investment 

"Corporate Capital Gains 1.90 

"Investment Tax Credit 23.02 

"Expensing of R & D Expenditures 2.37 

"Accelerated Depreciation 16.08 

"Tax Leasing 2.42 

oR s D Credit 0.70 


3.23 

1.51 


General Corporate Tax Breaks 

“Domestic International Sales Corporation (DISC) 1.49 


"Deferral 0.61 

"Possessions Tax Credit 0.95 

"Foreign Earned Income Exclusion 2.03 

"Business Meals and Entertainment Deduction 2.00 

“Depletion Allowance for Non-Oil Industries 0.94 

“Corporate Capital Gains: Animals s Minerals 0.59 

TRANSPORTATION 

Corporate Shipping Subsidies 

“Maritime Industry 0.40 

“Tennessee-Tombigbee Waterway 0.10 


MISCELLANEOUS CORPORATE SUBSIDIES 


Export- Import Bank 0.70 

TRIS: Pajama-Makers' Subsidy 0.06 

TOTAL FY 1934 CORPORATE BUDGET SUBSIDIES $82.66 billion * 


* Source: See each section of the AFDC report for the source 
of these subsidy figures. 
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(TABLE OF 1984 CORPORATE SUBSIDIES CONT.) 

O ff-Budget Items FY 1984 Subsidy ; 

(in billions of dollars) 

ENERGY INDUSTRY 

Gas 

"Alaska Natural Gas Pipeline UNKNOWN 

Nuclear . . 

"Prioe-Anderson Act UNKNOWN 

TRANSPORxivTlON 

Cargo Preference UNKNOWN 

FOOD 

Sugar Import Tariff 3.00 
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INTRODUCTION 

President Reagan and the Congress could cut the fiscal 
1984 Federal budget deficit nearly in half by eliminating 
government subsidies for corporate America. Without even touch- 
ing military or social program spending, 82.66 billion taxpayer 
dollars thert the President plans to give away to corporations 
can be restored to the Treasury. The following report challenges 
the President and Congress to live up to their free market and 
limited government principles by getting big business off the 
dole. 

APDC report— Aid For Dependent Corporations describes 
the direct Federal corporate subsidies hidden in the President's 
1984. budget proposals.^ These corporate welfare programs are 
assembled by issue area — energy, food, transportation, investment 
and compared in magnitude with social program expenditures. 

What is a Corporate Subsidy ? 

In a free market economy, individuals risk their own re- 
sources by investing in research, training and raw materials, 
to produce goods which may be sold at a profit in the market. 
Whenever the government reduces the cost or risk of private 
investment, it subsidizes business activity. This report focuses 
on the most direct forms of Federal support for corporate 


^Four of tl>e corporate subsidies included in this re^rt will 
have no cost impact on this year's Federal budget: the Cargo 
preference. Sugar Import Tariff, Price-Jyiderson Act Md the 
Alaska Natural Gas Pipeline. They are included to " !;»Lnient 
degree of industry insulation from the market cost of investment 
and risk, through consumer subsidies or future budget outlays. 
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activities: 

1 . governnient investment in private industry , like Federal 
construction of water projects that furnish the water to 
irrigate arid farm land; 

2. government research and deVelo^ent to promote private 
commercial activity, like Federal construction of the 
plutonium producing Clinch River Breeder Reactor; 

3. government training programs for private employees, like 
the Maritime Administration financing the education and 
training of personnel on commercial vessels; 

4 . government lending at less than market interest rates , 
like low-interest loans offered by the Export-Import 
Bank to foreign purchasers of Americsm products; 

5. government backing of private loans, like Federal guarantees 
to repay the principal and interest on private loans to the 
synthetic fuels industry (through the federally run 
Synthetic Fuels Corporation) ; 

6. government imposed limits on private risk, like the Price- 
Anderson Act's celling on the nuclear industry’s financial 
responsibility for a nuclear accident; 

7. government-guaranteed minimum prices, like the Agriculture 
Department's price supports for numerous agricultural 
commodities; and 

8. tax exemptions, deductions and credits that distort the 
investment cost of business activity, like Federal financing 
of ten percent of the cost of machinery through the 
investment tax credit. 

While these eight forms of corporate subsidy are meant to do 

more than promote commercial activity, their primary effect is 

to distort the business investment and risk marketplace.^ 


^One direct corporate subsidy not included in this report is 
military waste. Non-competitive bidding for defense contracts 
and uncontrolled cost overruns waste taxpayers' dollars to pad 
the pocket of the weapons industry. Since this report purpose- 
fully excludes discussion of the Federal military budget, military 
waste is not addressed. 
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other Federal programs, whoae primary effect is to benefit 
individuals, also reduce the cost and risk of private invest- 
ment. For example, in 1984, individual taxpayers are expected 
to reduce their taxes by over $13 billion through the 60 per- 
Cfg«t tax exemption of Income from the sale of stocks and bonds. 
While this tax exemption provides corporations an investment 
war chest, its immediate effect is to reduce the tax liability 
of individuals with wealth to invest. Therefore, for the 
sake of simplicity, this report includes only subsidies that 
primarily benefit corporations. 

Why Foems on Corporate Svibsidieal 

A careful evaluation of the need for corporate subsidies 
should be appealing to public officials of all political 
persuasions: 

* First, strong supporters of a free market, like President 
Reagan, claim to be even-handed in their advocacy of reduced 
government involvement in the marketplace. If they are true to 
their word, they should attempt to shrink corporate 

welfare, not just social welfare programs. 

* Second, many supporters of free enterprise who believe that 
policy considerations justify some government subsidies, support 
the least intrusive market distortions. They should be inclined 
to eliminate corporate subsidies that fail to yield their in- 
tended result or spread benefits to a broader universe than 
mandated by Congress . 
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* Third, numerous legislators who are less interested in a free 
market than in the comparative merits of government programs, 
support an orderly progreun of Federal spending. They should 
oppose the backdoor establishment of spending priorities through 
corporate tax breaks, government extension of credit that dis- 
torts private lending, and artificial limits on industry 
liability. 

* Finally, all cost-conscious politicians who wish to reduce 
the snowballing Federal deficit must ask themselves why the 
American taxpayer should finance over $82,66 billion worth of 
business activity that the private sector is perfectly capable 
of financing on its own. 
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A CHAUCi^K^ TO PKESIOENT REAGAN AND CONGRESS* 

Consistent Application of Free Maricet Principles 

"...I think we're on the right track by keeping government 
out of the energy field." President Reagan, statement on 
signing S. 1018 into law, October 18, 1982. 

Despite his free market rhetoric. President Reagan hopes 
to pump billions of Federal dollars into corporate pockets. 

His hand-picked head of the Synthetic Fuels Corporation, Edward 
Noble, plans to disburse $15 billion to fund private production 
of overpriced synthetic fuels. Besides providing loan guarantees 
for 75 percent of the industry's investment, the Reagan Admin- 
istration promises to pay more than double the market price for 
the first 30 million barrels of oil or gas each synthetic fuels 
plant produces. Strangely enough, the Administration seeks to 
expand oil supplies in the midst of a worldwide oil glut and 
finance the project by adding $15 billion to the largest Federal 
budget deficit in history 1 Ideological consistency, if not 
common sense, should drive the President's free market supporters 
in Congress to eliminate his synthetic fuels subsidy program. 

In similar fashion, the President's corporate tax reduction 
policies distort the investment marketplace to favor particular 
industries. The oil industry will receive over $4 billion worth 
of special tax breaks next year, and companies that invest in 
new equipment will get $23 billion. While some of these tax 
breaks simply reward corporations for doing things they already 
intend to do — like buy new machinery and conduct new product 
research — others lead to an inefficient allocation of investment 
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dollars. Rather than allow capital to flow to*i!S^' investment 
that yields the greatest return, as in a free market, the 
President' s tax policy spurs investment in less efficient 
activities that simply reduce tax liability. For example, in 
1981, the Standard Oil Company of Indiana (Amoco) reduced its 
planned energy investments to take advantage of President 
Reagsm's tax leasing (the purchase and sale of tax breaks) 
progreUB. ^ 

Fashion Narrow Subsidies For A Particular Market Problem 

Even the staunchest supporters of a free market believe 
that occasional Federal intervention into the marketplace is 
necessary to achieve particular policy goals. Where the market 
fails to function due to structural factors — like monopoly 
pricing in industries with few producers or inadequate consumer 
information — or marketplace equilibrium fails to meet national 
security needs, the government must intervene. To prevent 
distortion of markets that function smoothly on their own, 
however, Federal activity must be targetted to address specific 
problems. 

Numerous Federal programs designed to address legitimate 
policy concerns subsidize corporate activity beyond their 
intended scope. For example, the government offers farmers low- 
interest loans, insures their private loans, limits competition 
in agricultural markets, and sets minimum commodity prices to 

^The Reagan Tax Shifts A Report on the Economic Recovery Tax 
Act of 1981, Citizens for Tax Justice, March 31, 1982 at 1-9. 
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ensure the survival of small, family-farms and guarantee adequate 
food supply for the American people. Yet by offering these 
subsidies to small and large farmers alike, the government pads 
the pockets of large agricultural concerns and stockpiles tons of 
overproduced, unmarketable agricultural goods. Why shower 
Federal benefits on farming conglomerates — that also receive 
lavish corporate tax breaks — when the family farmer is the intended 
target of public funds? 

Even worse than the government's failure to tailor this 
subsidy to needy farmers, is the fact that the family farm is 
disappearing despite Federal subsidies. The price support program 
enhances the earnings of big farmers without providing the 
economic stability that small farmers need to stay in.. business. 

Similarly, many corporate tax breaks meant to span productive 
economic activity result in unproductive wealth-sheltering 
practices. The accelerated depreciation plan in President 
Reagan' s tax program, which allowed corporations to dedjict more 
than one dollar for each dollar spent on new equipment, 'wes meant 
to increase capital investment, improve productivity and-iftxpand 
employment. Instead, since the Reagan tax program took q^ifect: 

* private domestic investment declined 16*,^ im 

2 

* the rate of productivity growth fell 60%, and ',t 

3 

* unemployment increased by 37%. 

^Bureau of Economic Analyses, U.S. Department of Commerce. 

2 

Economic Report of the President, February, 1982. 

3 

Bureau of Labor Statistics. 
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What did the corporate community do with its billions of dollars 
of tax savings? The preceding figures demonstrate that many 
companies, rather than increase productive investment, shielded 
their tax savings from marketplace risks. In 1981, Corporations 
spent an all-time high of ?82.6 billion on mergers which diverted 
$34 billion from the nation's credit market. 

Toward A Rational Policy-Making Process 

While the budget process involves open debate of social 
programs and military spending, corporate subsidy programs easily 
escape scrutiny. Instead of being listed as line items in the 
budget, like the Food Stamp program, corporate welfare resides 
between the lines--in tax revenue not collected and loans not 
repaid. This means that when politicians ask for across-the- 
board budget outs, most corporate subsidies go untouched. 

Also, once established, corporate subsidies may grow to 
dominate other Federal programs. In energy policy, the govern- 
ment has promoted development of numerous energy sources for 
many years. Now, Department of Energy belt-tightening leaves 
solar energy and energy conservation with reduced funding, 
while the oil industry reaps the benefit of a $4.74 billion 
tax break. Of course the greatest hidden energy industry 
subsidy is the Prioe-Anderson Act, which protects the survival 
of the nuclear industry like no private insurance policy 
imaginable; the Act limits industry financial responsibility 
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for ntio>a»t accidents, regardless of fault, to $520 million.^ 

Last but not IfeWi** failure to C 09 rdinate one Federal 
program with another often resuilrc in the government wasting 
taxpayers’ dollars to promote something it also spends money 
to prevent. For example, owners of ;|:obaoco-growing land receive 
supply-restricting marketing iguotas that boost cigarette industry 
profits, while Federal health agencies attempt to reduce 
cigarette smoking. Similarly, Federal water projects subsidize 
the irrigation of corn-growing land, while the Agriculture 
Department tries to convince com farmers to grow less corn. 

These examples illustrate why the budget process fails to 
establish clear rational priorities. Regardless of their pol- 
itical persuasion, policy-makers cannot adequately assess the 
merits of one Federal program as opposed to another, unless all 
cards are laid on the table. A comprehensive discussion of 
public priorities will not be complete until President Reagan 
and Congress scrutinize the universe of corporate welfare. 

** What follows is the Aid For Dependent Corporations ** 
(AFDC) 1984 Budget, accompanied by text that compares 
trends in corporate and social welfare spending. 

^42 United States Code at 2210. 
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ENERGY 

President Reagan speaks glowingly of the magic marketplace, 
while his energy policy plays tricks with free enterprise. 
Laissez-faire logic is invoked to justify natural 5Ss'*^l^egu- 
lation and cuts in solar, conse^vatidfl*' afl€**Iow- income energy 
assistance programs. Yet the Administration leaves untouched 
Federal programs that distort the market for nuclear energy, 

f 

oil, synthetic fuels and natural gas. In fact, the President's 
policies have aggravated these distortions. 

For example, the nuclear industry would have difficulty 
surviving in a free market, but government intervention keeps 
it afloat. Cost estimates of a worst case nuclear accident 
range from several billion to several hundred billion dollars 
(the clean-up of the partial meltdown at Three Mile Island 
will cost at least $1.0 billion^). Without the Price-Anderson 
Act's limitation on industry liability for nuclear accidents, 
insuring the nuclear industry makes underwriting bank loans 
to Mexico look like a solid investment. 

The Three Mile Island incident, across the board cost overruns, 
and a precipitous drop in consumer demand have made investment 
in nuclear power about as attractive as a chemical waste dump. 

Since 1974, there has not been a single new order for a nuclear 
reactor in the U.S. Not coincidentally, the Export- Import Bank 
has kept the nuclear industry on its feet by extending $7,4 
billion in nuclear-related loans and guarantees, most of it 


^General Public Utilities Corporation, February 1, 1983. 
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in recent yeaxs.'*’ Last year for instance, 22 petcfent of the 

Bank's direct loan authority was committed to a single $858 

2 

million loan to Taiwan for two reactors. 

Though domestic demand has fizzled and a high-level 
Administration report envisions a dismal economic outlook 
for nuclear power, ^ it continues to gobble larger 

portions of the energy budget pie, leaving alternative 
energy sources with only crumbs. ■ 84- percent of the Administration's 
$1.9 billion energy technology budget for 1984 is devoted to 

to nuclear energy programs, more than double the 39 percent 

4 

chunk it received in 1981. 

While scorning market signals in the crippled nuclear 
industry, the Administration advocates "greater reliance on 
the private sector" for promoting solar power and energy con- 
servation.^ 1984 funding requests for these programs are 85 to 
90 percent lower than 1981 levels.® The $175 million request 
for solar and energy conservation programs roughly equals the 
amount of money the top twelve oil companies paid their officers 
and directors in 1979.^ 


^Export-Import Bank of the U.S., Authorizations for Nuclear Power 
Power-Plants and Training Centers. 

2 . 

Virginia Foote, Center for Development Policy, testimony before 
the Subccnnmittee on International Trade and Monetary Policy, 
September 16, 1982, p. 373. 

^ Critical Mass Energy Journal , February, 1983, p. 3. 

4 

Subcommittee on Energy Conservation and Power, Summary of Reagan 
FY 84 Budget Request. 

^Budget for FY 1984. 

^Subcommittee on Energy Conservation and Power, Summary of Reagan 
FY 84 Budget Request. 

7 

Moskowitz, Katz and Levering, Everybody's Business, Harper & Row, 
1979, p. 529. 
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Though solar and conserva-bion are left to the mercy of 
the market, laissez-faire isn’t good enough for the oil 
industry. Tax incentives to encourage oil exploration will 
drain the Treasury of $4.74 billion in 1984. Why an industry 
that has made at least $100 billion in the last five years 
should need any incentive other than the market is bewildering.^ 
While the government treads cautiously into solar and 
conservation programs, it rushes in to help the oil industry 
develop synthetic fuels. The Synthetic Fuels Corporation (SFC) 
plans to spend $15 billion on loans and guarantees to develop 
a source of fuel which has severe econcMtiic and environmental 
drawbacks. 49 of the 52 important synfuels patents are 
owned by the oil industry, and it is rapidly gaining control 

of the liquefied coal and oil shale reserves needed to produce 
2 

the fuel. Despite the government’s eagerness to help, private 
industry is shrinking away from synfuels. Citing high costs and 
slack demand, Exxon last year scrapped a synfuels project that 
was being aided by a $1.2 billion loan from the SPC.^ 

Market forces have also been shunned in the construction 
of the natural gas pipeline from Alaska to the continental 
U.S. After banks and private investors gave the project 
a thumbs-down. Congress and the President reversed their 
free-market stance and decided that consumers should pay 
for the project even if the pipeline is never completed 
or the gas becomes too expensive to market. An additional 

^Research Department, Citizen-Labor Energy Coalition, April, 1983 
2 

Consumer Federation of America, Background Factsheet on Synthetic 
Fuels . 

^ Congressional Quarterly , May 29, 1982, p. 1250. 
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67 percent price increase may hit consumers if Congress 
accepts the President's proposal to deregulate natural gas.^ 
While the Federal government is enormously sensi^tlve to 
the needs of natural gas investors, it tarns a cold shoulder 
to low- income energy consumers. The President's 1984 funding 
request for the low-income energy assistance program, which 
helps pppr people pay their heating bills, is 34 percent lower 
than the 1981 level, despite the fabt that natural gas prices 
have risen 20-25 percent since then. Between one-third and 

one-half of the program's beneficiaries are elderly and 
2 ' 

disabled persons. 


^Research Department, Citizen-Labor Energy Coalition. 

^Center on Budget and Policy Priorities, "1982 Review Sheet". 
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I. Energy Industry Subsidies 
A. Nuclear 

1 . Research 

The Federal government finances a large portion 
of the nuclear research ( beyond national defense 
needs) used by the nuclear industry for profit- 
making activity. ' ’ 

1984 Nuclear Industry Subsidy: $0.57 billion 

2. Price-Anderson Act 

The Federal government sets a $560 million ceiling 
on government and industry liability for a nuclear 
accident. The nuclear industry is responsible for 
$160 million plus $5 million for each nuclear 
reactor that is licensed (this currently equals 
$360 million for the 72 licensed nuclear plants)! 
the Federal government pays the remaining $40 million. 
This limitation on the financial responsibility 
of the nuclear industry for accidents, regardless 
of whether or not it is at fault, insulates the 
industry from the safety risks of nuclear power. 

1984 Nuclear Industry Subsidy: Unjcnown f The 
estimated costs of a nuclear 
accident range from several 
billion to several hundred 
billion dollars. The Three 
Hilo Island cleanup will probably 
cost $1.0 billion. 


it 

Energy: Unless otherwise specified, all corporate 

subsidy figures are taken from President Reagan's 
Budget of the United States Government Fiscal Year 
1934, Special Analyses. 


®Price- Anderson; Keike Kehoe, Unavailable At Any Price , 

Environmental Policy Center, 1980; and conversations 
with House Interior and Insular Affairs, Oversight 
and Investigations Subcommittee staff. 
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3. Clinch River Breeder Reactor 

The Clinch River Breeder Reactor, a 375 megawatt 
demonstration nuclear reactor designed to produce 
more plutonium than it consumes as fuel, was origin- 
ally envisioned as a project whose costs were to 
be shared equally between the Federal government 
cind the nuclear industry. In 1971, when the total 
construction costs were estimated at $500 million, 
the nuclear industry promised to contribute $247 
million. In 1972, Congress agreed to pay all cost 
overruns. To date. Federal spending on the Clinch 
River Breeder Reactor has exceeded $1.6 billion, 
and the most conservative estimates set the cost 
of completion at $3.5 billion. The General Account- 
ing office's realistic estimate is $8.5 billion. 

1984 Nuclear Industry Subsidy: $0.27 billion 
B. Synthetic Fuels 

The Synthetic Fuels Corporation, an independent Federal 
entity, may guarantee prices or loans and offer low- 
interest loans to private synthetic fuels projects 
that cannot obtain private financing. The Corporation, 
authorized to spend $20 billion between 1982 and 1984, 
intends to spend approximately $15 billion in the next 
9 months. 

1984 Energy Industry Subsidy; $13.5 billion* ^ 

(This cost may be spread over 
a number of years, depending 
on the loan default rate of 
the synthetic fuels projects.) 


C. Oil 

1. oil Depletion Allowance 

Independent oil companies may reduce their taxable 
income by 18% of gross income from oil wells in 
1983, and by 15% in 1984 and thereafter. 

1984 Oil Industry Tax Brealc: $1.51 billion ‘s 


^’synthetic Fuels; Milton R. Benjamin, "Synfuels Corp. 
to Commit $15 Billion to Projects," Washington 
Post , April 2, 1983. 

*^011 Depletion: For the source of all tax subsidies see 
. Corporate Tax Breaks, p. 31 infra . 
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2 . Expensing o£ Intangibles 

Oil companies may deduct the entire amount of 
money spent for exploration and development in 
the year they spend it, instead of the normal 
teoc law requirement that only a portion of invest- 
ments may be deducted each year during their 
income producing years. 

1984 Oil Industry Tax Break: $3.23 billion^ 

D. Gas 

Alaska Natural Gas Pipeline 

After banks and other private investors refused to 
finance construction of the Alaska gas pipeline, the 
Federal government required consumers to pay for 
completed portions of the project after 1987, even 
if no gas ever reaches them. Even with this consumer 
bailout, private lenders refuse to help finance con- 
struction of the pipeline. 

If portions of the pipeline are finished but the entire 
project is never completed, or Alaska natural gas is 
too expensive to market, consumers will pay the oil 
companies up to $37 billion over 20 years, and get 
nothing in return. 

1984 Energy Industry Subsidy: Unknown ^ 


“Oil, 


Expensing: For the source of all tax subsidies 
see Corporate Tax Breaks, p. 31 infra . 


'Alaska Gas Pipeline: Committee on Energy and Commerce 
Report to the Chairman, November 3, 1981, at 14. 
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POOD 

The iiurket for food products is anything but free. Even 
though, there is competition eunong brand names for consumer 
loyalty, the production of food is Insulated from the rigors 
of the. market by government subsidies. Free market advocates 
who disdain food assistance programs for poor people should 
also oppose the Reagan Administration's agricultural policies. 

Besides providing billions of dollars in loans to farmers 
at below-market interest rates, the government pays cash to 
agricultural producers. Last year, the Agriculture Department 
made direct payments of $3.4 billion to farmers^ (this does 
not include the costs of the dairy, sugar or tobacco programs) , 
a figure expected to rise to $5.1 billion in 1984.^ Much of 
this money goes to large farmers who already benefit from tax 
breaks for investment in machinery and land that small farmers 
cannot afford. In 1981, less than 10 percent of farms sold 
over $100,000 worth of goods and received 45 percent of the 
direct payments; the 33 percent of farms with sales below $5,000 
received only 3.5 percent of such payments.^ 

The, Reagan Administration hopes to reduce agricultural out- 
lays by giving farmers who leave their land fallow stockpiled 
commodities, rather than cash, to sell on the market. This 
Payment-In-Kind (PIK) progr 2 un could backfire if farmers idle 
their least productive land and attempt to heighten yields on 
remaining acres. The combination of more reserve crops on the 

^Agriculture Department, "Economic Indicators or tne Farm Sector 

^Appendix to Budget for FY 1984. 

3 ^ 

Agriculture Department, "Economic Indicators of the Farm Sector 
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market and relatively small production cuts could produce 
a commodities glut, lowering market prices and depressing 
farm ' income. Meanwhile, the government will lose money by 
turning over reserves (which are government assets) to the 
farmers, and by forfeiting outstanding Federal loans to 
farmers who have helped build the reserve. The Department 
of Agriculture estimates that in,t^e short run, FIK will 
result in a $1.75 billion net loss to .the government.^ 

Even as the Agriculture Department administers a maze 
of programs to reduce crop surpluses, the government also 
spends much on water projects designed to increase farm pro- 
duction^ For example, the $368 million O'Neill Dam in 
Nebraska will cost taxpayers $4535 per acre to irrigate land 
worth $1000 per acre. The $1.3 million subsidy per farm will 
irrigate land primarily producing corn, even though the Agriculture 
Department has been trying to reduce corn supplies because of 
2 

costly surpluses. The $2.86 billion Central Arizona water 
project provides a $1.9 million subsidy to each benefitting 
farm. 73 percent of the irrigated land already produces crops 
eligible for price supports.^ 

While the government cannot decide whether farmers should 
produce more or less, the Reagan Administration is certain that 
there is not enough to go around for poor people. The Food Stamp 
program has lost $2 billion per year since President Reagan took 

^"Reagan's Surplus Crop Scheme Could Founder If Farmers Rush to 
Market", National Journal , March 5, 1983, p. 507. 

2 

Rep. David Bonior, Congressional Record , December 14, 1982, p. H9746. 

^Brent Blaokwelder, Environmental Policy Center, testimony before 
House Budget Committee, March 13, 1981. 



134 


21 

office. One million previously eligible recipiente heve been 
cut from the program, and benefits have been reduced for nearly 
twenty million others.^ While the President claims to be 
cutting fat from the program, almost 80 percent of these 

savings has' been achieved by cutting benefits for families 

2 

whose gross income is below the poverty line. It is doubtful 
that there can be much fat in a program that provides an 
average benefit of 45t per meal.^ 

To deflect attention from food program cuts. Congress and 
the Administration trumpet commodity giveaways. Yet the 
failure of commodity food assistance programs to provide 
adequate and balanced nutrition prompted the creation of 
the Food Stamp program in the first place. Emphasizing 
commodity assistance programs severely limits the nutritional 
choices for poor people, creating a disturbing scenario in 
which the fortunate eat what they choose, and the unfortunate 
eat what the government, or the commodities market, chooses. 

The milk and cheese giveaways can be attributed more to 
bad dairy-pricing policy than government beneficence. The 
Federal government sets a floor price for dairy products that 
stimulates a surplus which the government is obligated to pur- 
chase.* Milk prices are based on an outmoded concept of "parity 
(the price of milk that gives dairy farmers the same purchasing 
power they had before World War II) which fails to adcount for 
productivity increases and changes in costs. The Congressional 

^Center on Budget and Policy Priorities, "1982 Review Shee't" 
^ Ibld. 

^Elin Schden, "Once Again, Hunger Troubles America," Mew York 
Times Magazine , January 2, 1983, 
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Budget Office estimates that the supply of milk in 19‘81 and 
1982 was 10 percent higher than demand, costing taxpayers 
$2 billion per year.^ In addition, the artificially high 

dairy price support forces consumers to pay as much as 30C 

2 

a gallon above the market rate. 

Besides refusing to cut the fat from the dairy program, 
the Federal government last year gave a sweet deal to U.S. 
sugar producers. The world price for raw sugar is three 
times lower than the price for U.S. grown sugar, even after 
adjusting for transportation costs. Fearing foreign competition, 
U.S. sugar producers convinced Congress and the Administration 
to levy tariffs and fees on sugar from abroad. These import 
duties distort the domestic market considerably, making 
inefficient U.S. sugar cheaper than foreign sugar. This 
subsidy costs consumers $3 billion a year, and mostly 

3 

benefits a few large domestic sugar producers. 

While Congress and the Administration take care of sugar 

growers and dairy producers, programs that help fulfill the 

nutritional needs of poor children have been neglected. Three 

million children no longer receive school lunches because funding 

for the program has been cut by $1 billion since 1981. The 

school breakfast program has been reduced by 20%, and 500,000 

4 

fewer children are participating. Despite a rising 

^Congressional Budget Office, "Reducing the Deficit; Spending and 
Revenue Options,” February, 1983, p. 142, 

2 

Brownsville Telegraph , June 17, 1982 

^Nicholas Kominus, President, Cane Sugar Refiners Association, 
Business and Society Review , Winter, 1983, p. 14 

^Center on Budget and Policy Priorities, ”1982 Review Sheet" 
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infant mortality rate, the supplementary nutrition program 
for women, infants and children (WIC) has only enough funds 
to support 2.25 of the 9 million people eligible for its 
benefits. WIC costs $30 per beneficiary per month (the 
sugar program provides a monthly subsidy of about $18,000 
to each sugar producer) to administer. The Harvard School 
of Public Health has found that each dollar invested 
in WIC saves three dollars in pofetf-natal care.^ 


^Food Research and Action Center, "Infant Deaths Go Up, While 
WIC Program Funds Stay Low," January 24, 1983. 
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II. Agricultural Industry Subsidies 

Farmers are protected from marketplace risks by a variety 
of Federal subsidy programs. The government uses price 
support - programs — making direct payments to farmers, 
purchasing commodities, lending money based on target 
prices, and controlling supply through marketing orders 
and acreage allotments — to guarantee farmers a minimum 
return on their investment. 

A. Direct Payments 

The government reduces farmers’ investment risks by 
giving them cash during years when their crops sell 
for relatively low prices on the market. 

B. Commodity Purchase 

Rather than allow agricultural supply and consumer 
demand to determine the market price of farm ctxnmodities 
the government purchases enough goods to push up their 
market price to a predetermined minimum level. 


C. Target Prices 


The government guarantees farmers a minimum price for 
the production of commodities through nonrecourse 
loans. These loans are based on a projected reasonable 
price for the goods (target price) . If the market 
price exceeds the target price, farmers can sell their 
goods at a profit on the market and repay the loan. 

If the target price exceeds the market price, farmers 
can keep the government's money (default on their loans) 
earn a profit, and let the government keep the produce. 

D. Marke'-ing Orders 

The Department of Agriculture allows many farmers 
and the distributors of their produce to coordinate 
the regional marketing of goods to consumers. Rather 
than permit competition to regulate the distribution 
and price of goods, marketing orders control the 
quantities, uses, and prices of goods through the 
regulation of distribution. This regulation pushes 
the price of goods to consumers above the market level. 


'' ' 

Agricultural: Unless otherwise specified, all corporate 
subsidy figures are tcUcen from President Reagan's 
Budget of the United States Government Fiscal Year 
"1984, Special Analyses. 
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infant mortality rate, the supplementary nutrition program 
for women, infants and children (WIC) has only enough funds 
to support 2.25 of the 9 million people eligibie for its 
benefits. WIC costs $30 per beneficiary per month (the 
sugariprogram provides a monthly subsidy of about $18,000 
to each sugar producer) to administer. The Harvard School 
of Public Health has found that each dollar invested 
in WIC saves three dollars in pobt-natal care.^ 


^Food Research and Action Center, "Infant Deaths Go Up, While 
WIC Program Funds Stay Low," January 24, 1983. 
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II. Agricultural Industry Subsidies 

Farmers are protected from marketplace risks by a variety 
of Federal subsidy programs. The government uses price 
support programs — making direct payments to farmers, 
purchasing commodities, lending money based on target 
prices, and controlling supply through marketing orders 
and acreage allotments — to guarantee farmers a minimum 
return on their investment. 

A. Direct Payments 

The government reduces farmers' investment risks by 
giving them cash during years when their crops sell 
for relatively low prices on the market. 

B. Commodity Purchase 

Rather than allow agricultural supply and consumer 
demand to determine the market price of farm commodities, 
the government purchases enough goods to push up their 
market price to a predetermined minimum level. 


C. Target Prices 

The government guarantees farmers a minimum price for 
the production of commodities through nonrecourse 
loans. These loans are based on a projected reasonable 
price for the goods (target price) . If the market 
price exceeds the target price, farmers can sell their 
goods at a profit on the market and repay the loan. 

If the target price exceeds the market price, farmers 
can keep the government's money (default on their loans), 
earn a profit, and let the government keep the produce. 


D. Marke ing Orders 


The Department of Agriculture allows many farmers 
and the distributors of their produce to coordinate 
the regional marketing of goods to consumers. Rather 
than permit competition to regulate the distribution 
and price of goods, marketing orders control the 
quantities, uses, and prices of goods through the 
regulation of distribution. This regulation pushes 
the price of goods to consumers above the market level. 


Agricultural: Unless otherwise specified, all corporate 
subsidy figures are taken from President Reagan's 
Budget of the United States Government Fiscal Year 
‘1984, Special Analyses. 
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E. Acreage Allotments 

The government pushes up the market price of many 
commodities by limiting crop planting to a specific 
number of acres. 

1984 Agricultural Industry Subsidy: $6.40 billion 

* 

III. Corporate Water Subsidies 

The Federal government finances the construction of water 
diversion projects — dams and reservoirs — and offers 50 
year interest-free loans for field irrigation. 

1984 Agricultural Industry Subsidy: $0.82 billion 


A 

Water: Unless otherwise specified, all corporate subsidy 
figures aie taken from President Reagan's Budget 
of the United States Government Fiscal Year 1984, 
Special Analyses. 
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TAX 

President Heagan urges individuals to rely less on govern- 
ment and more on themselves, but he sends a different message 
to corporate America. The President has made corporate well- 
being dependent upon Federal tax breaks rather than wise invest- 
ment. His Administration simultaneously returns billions of 
tax dollars to corporations for capital investment and cuts 
funding for human investment programs such as education and 
job training. 

President Reagan has thrown 360,000 families off the 
welfare rolls and reduced benefits for 260,000 others, all in the 
name of self-sufficiency.^ Yet his fondness for the work ethic 
conflicts with his coddling of unearned income. Americans pay 
up to 50 percent in taxes — as well as an additional 6.7 percent 
Social Security tax — on money they earn while working. The 
Heagan tax program drops the maximum tax rate corporations, 
stockholders and other investors pay on income from the sale of 
stocks, bonds, property and other assets from 28 percent to 
20 percent. The President hoped this reduction would spur 
productive investment and reduce the use of tax shelters, but 

reality has not been so kind. In the first year after the 

2 

Reagan tax cut, tax shelters proliferated, while investment 
fell by about 20 percent.^ 

President Reagan derides "make-work” programs, but has no 
trouble with taxpayer support of “make-capital" programs. The 

^Center on Budget Policy Priorities, "1982 Review Sheet." 

2 

Internal Revenue Service Examination Service. Tax shelter 
exciminations jumped 20 percent last year, even though the 
standards the IRS uses to select returns for investigation 
do not change from year to year. 

3 

Bureau of Economic Analysis, U.S. Department of Commerce. 
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investment tax credit, for example, forces taxpayers to pay for 
10 percent of every machine business buys, regardless of whether 
it is a sound investment. The investment incentive provided 
by the credit is expected to create jobs, though taxpayers foot 
the bill for 10 percent of the machine even if it is built with 
foreign parts and labor, or is a labor-displacing device. 

Once the machine is purchased, the government's generosity 
swells. The real asset value of the machine declines slowly 
over time, so a portion of the machine's worth is subtracted 
each year, in the corporation's ledgers, to reflect this gradual 
depreciation. The corporation is careful not to write off too 
much too soon so as not to understate its net worth, and thereby 
discourage purchase of its stock. For tax purposes, however, 
the machine can be written off much faster than it actually 
wears out, reducing the corporation's tax burden by understating 
the machine's value. This extra pool of capital that does not 
go to the Treasury can be used for further investment, bringing 
another 10 percent investment tax credit and more accelerated 
write-offs. President Reagan promised that expanded investment 
and new employment would result from these tax breaks, but what 
actually has materialized is high unemployment and lower invest- 
ment. Even though the country has nothing to show for it, 
business has gained plenty frcxn these tax breaks. Since 
President Reagan took office, the portion of federal taxes 
paid by corporations has been cut in half,^ and it is estimated 
that by 19^86, corporations will be paying no taxes on new 
^Office of Management and Budget. 
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equipment . 

Besides subsidizing nevj machinery purchased by business/ 
taxpayers are also shouldering a substantial burden of corporate 
research and development costs. The Reagan Administration has 
cut public money to help educate American students at the same 
time it increases ptiblic money for R & D that produces private 
profit. Before the President took office, corporations could 
deduct the entire cost of equipment used in a multi-year 
research program in the year it was purchased. They can still 
do that, and in addition, the President's 1931 tax program 
permits them to use 25 percent of R & D equipment costs to 
reduce taxes on other income. As a result, for each dollar 
business invests in new R & D equipment, the government gives 
it $1.25 in tax breaks. Despite this giveaway, corporate R & D 
expenditures are growing at a much slower rate now than in the 
late 1970' s.^ 

While the Praai<J.-int is always quick to criticize human 
needs programs, he manages to overlook the feeble performance 
of corporate tax incentives. In 1962, when the investment tax 
credit was enacted, productivity growth was about 3.3 percent 
annually. It has declined steadily since then, and dropped 
by more than half in the first year of the Reagan tax program, 
from 1.0 percent to 0.4 percent. After 1971, when accelerated 
depreciation was enacted and the investment tax credit expanded — 

^National Science Foundation, Science Resources Studies Highlights, 
September 9, 1982. 
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cutting effective corporate tax rates by about 30 percent^ — 
economic grovrth declined. In addition, the Federal Reserve 
Board found that the quality of investment worsened during the 
1970*s because of the market distortions created by these 
2 

" incentives. ” 

The 'President' s program fails to address workers' needs 
in a rapidly changing economic environment. As pointed by 
C. Jackson Grayson, chairman of the American Productivity 
Center: 

Concentration on capital investment has led to the 
relative neglect of "other factors" important for 
growth — management, quality, technology, knowledge, 
employee involvement, process improvement, training 
and labor— management cooperation. 

In an economy increasingly driven by fast-paced technological 
advancement, economic productivity is dependent upon a flexible 
and well-trained workforce. Workers must be educated to under- 
stand new computerized machinery, use it efficiently on the 
job, and enhance a mechanized process with quality human labor. 
Replacing corporate tax breaks with a public education and 
training program that prepares future, current, and displaced 
workers for growth- and modernizing-industry jobs would assure 
economic recovery without expanding the Federal deficit, 

^Citizens for Tax Justice, "The Reagan Tax Proposals," March 19, 
1981, p. 18. 

^Federal Reserve Board, "Public Policy and Capital Formation," 
1981. 

^’Emphasizing Capital Investment Is a 'Mistake,'" C. Jackson 
Grayson, Wall Street Journal , October 11, 1982. 
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Increased worker productivity would open the door to the high- 
quality investment needed to spur economic recovery. C. Jackson 
Grayson notes that: 

[pleople confuse the volume of investment with the produc- 
tivity of investment ... high investment is the result, 
rather than the cause, of productivity growth. 

Ignoring significant gains in educational opportunities, 

living standards, and nutrition levels. President Reagan has 

told minorities and the poor that they would have been better 

off without the Great Society social programs. Our present 

economic quagmire painfully reveals that we would all be better 

off had the President checked the past performance of corporate 

tax breaks before he expanded them. 


1 


Emphasizing Capital Investment Is a 'Mistake,'" C. Jackson 
Grayson, Wall Street Journal . October 11, 1982. 
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IV. Corporate Tax Breaks 

A. Corporate Tax Breaks for Machinery auid Plant (Incentives 
for Capital Intensive Business Investment) 

1. Corporate Capital Gains 

Sixty percent of the corporate profit earned from 
the sale of corporate stock or bonds is exenpt from 
Federal income tax. ThiS‘ money, along with the 
$13.4 billion individuals will save in 1984 in tax 
liability from capital gains tax breaks for individuals, 
serves as the financial foundation for corporate 
investment in expensive, labor saving machinery. 

1984 Corporate Tax Break: $1,90 billion 

2. Investment Tax Credit 

When a corporation buys a machine, the Federal 
government pays for ten percent of its price by 
giving the corporation a ten percent reduction in 
tax liability. 

1984 Corporate Tax Break; $23.02 billion 

3. Expensing of R & D Expenditures 

-Corporations may immediately deduct the entire 
amount of money they spend ' on research and develoE«ient . 
The tax laws usually require taxpayera"to spread 
the value of their investment over its income- 
producing life, deducting , only a portion of the 
investment each year. 

1984 Corporate Tax Break: $2.37 billion 

4. Accelerated Depreciation 

Corporations may deduct more than one dollar for 
each dollar spent on new plant and equipment. 

1984 Corporate Tax Break: $16.08 billion (Not 
inc lading leasing) 


Tax: Unless otherwise specified, all corporate tax 

break figures arc taken from Change in Fiscal Year Receipts 
Resulting from the Economic Recovery Tax Act of 1981 by 
Source , Office of Tax Analysis. U.st Deot. of Treasury. 
.January 17, 1983, as adjusted by the Tax Equity and Fiscal 
Responsibility Act of 1982. 
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5. Taut Leasing 

If corporations owe no Federal income tax, they 
may still sell their accelerated depreciation 
deductions (see Accelerated Depreciation, supra . ) 
to corporations that can use them to reduce their 
Federal income tax. The sale must follow a specified 
form, even if the substance of the transaction has 
no relation to the form. 

1984 Corporate Tax Break: $2.42 billion 

6 . K & O Credit 

If a corporation spends more money on research and 
development than it has in the past, the Federal 
government will pay 25 percent of the difference 
between the amount spent this year and the average 
spent during the last three years . 

1984 Corporate Tax Break: $0.70 billion 

B. General Corporate Tax Breaks 

1. Domestic International Sales Corporation (orsC) 

Multinational corporations that set up paper sub- 
sidiaries (called "domestic international sales 
corporations") through which they sell goods abroad, 
may indefinitely defer payment of their taxes owed 
from a portion of these sales. 

1984 Corporate Tax Break: $1.49 billion 

2. Deferral 

Multinational corporations are exempt from paying 
United States taxes on their foreign income if 
they reinvest that income abroad. 

1984 Corporate Tax Break: $0.61 billion 

3. Possessions Tax Credit 

Corporations that own plants in United States 
possessions may reduce their Federal income tax, 
dollar for dollar, by the amount of tax attributable 
to these plants. 

1984 Corporate Tax Break: $0.95 billion 
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4. Foreign Earned Income Exclusion 

; Americana living abroad are exempt from paying 
United States income tax on much of their income. 
Multinational corporations may pay their American 
employees abroad less than foreign employees, 
without reducing their take-home, after tax income. 

1984 Corporate Tax Break: $2.03 billion 

5. Business Meals and Entertainment Deduction 

The Federal government pays part of the cost of 
meals and entertainment for business people who 
discuss business during meals and other social 
activity . 

1984 Corporate Tax Break: $2.0 billion (Estimate 
of the Treasury Department) 

6. Depletion Allowance for Non-Oil Industries 

All raining and extractive industries may reduce 
their taxable income by a certain percentage of 
their gross income. The percentage varies from 
five percent for seund, stone and gravel to 22 
percent for asbestos and bauxite, and other minerals. 

1934 Corporate Tax Break: $0.94 billion 

7. Corporate Capital Gains: Animals and Minerals 

Sixty percent of the corporate profit earned from 
the sale of timber, coal, and iron ore royalties 
is exempt from Federal income tax. Also exempt 
is sixty percent of the corporate profit earned 
from the sale of cattle, hogs, horses, mules, sheep, 
goats and donkeys, yet the profitable sale of 
chickens, turkeys, pigeons, geese, other birds, 
fish, frogs and reptiles is fully taxable. 

1984 Corporate Tax Break: $0,59 billion 
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THAKSSORmTION 

The transportation industry has consistently sought Federal 
financial aid since the late 19th century, and Uncle Sam has 
always been lavish. Government nurtured the growth of the 
railroad, trucking and airline industries, and today, coddles 
the commercial shipping industry. 

The shipping industry benefits from "Buy teerica” laws 
which force government personnel, and goods to travel on domestic 
carriers, even if foreign vessels are cheaper.^ Labor, 
construction and insurance subsidies for the shipping industry 
are provided by the Maritime Administration. Also, the Reagan 
Administration hopes to exempt the industry from the antitrust 
laws, enabling shipping company executives to fix prices, pool 

profits and restrict competition. One estimate indicates the 

2 

exemption could cost consumers $3 billion annually. 

The government's generosity is not limited to the high seas. 
Taxpayers will spend $3 billion to dig a 200 mile ditch — the 
Tennessee-Tombigbee Waterway — ^which most private barge owners 
do not want or need. After all, they already have the Mississippi 
River nearby. 

While the Federal government builds an unwanted waterway 
for barge owners and seeks to reduce shipping industry competition, 
it abandons mass transit, which neither the free market noF 
financially-strapped local governments can support. The Reagan 
Administration wants to limit 1984 Federal operating assistance 
for mass transit to $275 million, less than a third of whet 
Congress authorized. This would reduce the budget authority 

^See 41 U.S.C., Section 10 (aland (b) . 

2 

Sen. Howard Metzenbaum, Congressional Record , March 1, 1983, p.S1818. 
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for mass transit by 10 percent from last' year.^ Moreover, the 
President proposed funding one-third of the mass transit program 
from the regressive gasoline sales tax, which eats up a larger 
portion of poor than rich peoples" income. Thus, low and middle 
income people must bear a disproportionate share of mass transit 
costs. 


^ Washington Post , February 18, 1983, p. A15. 
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V* Corporate Shipping Sttbeldies 

A. Maritime Adaiinistration 

The commercial shipping industry is insulated from 
the normal risks, labor expenses, and competition 
for capital in the marketplace by the Federal government. 
Taxpayers' money flows through the Maritime Admin- 
istration to finance the education and training of 
personnel for coitmercial vessels, insure the repa^ent 
of shipowners' loans, and subsidize the construction 
and operation of commercial vessels. 

1984 Shippers' Subsidy: SO, 40 billion 

B. Tennessee-Tombigbee Waterway 

The Tennessee-Tombigbee Waterway, like federal water 
projects, is designed to subsidize the transportation 
of commercial goods and provide cheap water for 
industrial usage. 

1984 Corporate Subsidy: $0.10 billion 

C. Cargo Preference 

Even if foreign transport vessels are cheaper than 
American ships, all government personnel must travel 
in American vessels when conducting official business. 
Also, 50 percent of the cargo bought, furnished or 
financed by the United States Government must be shipped 
on American vessels, regardless of cost. , The. average 
cost of shipping goods in American vessels is $S9 per 
ton higher than in foreign ships. 

1984 Shippers’ Subsidy: Unknown . For the "Food 
For Peace” program alone, the 
cargo preference costs taxpayers 
an extra $90 to $100 million 
in shipping costs. 


Shipping: Unless otherwise specified, all corporate 

subsidy figures are taken from President Reagan's 
Budget of the United States Government Fiscal Year 
1984, Special Analyses. 

^frora a telephone conversation with Jim O'Hara, Agriculture 
Committee professional staff member on international 
trade, U.S. House of Representatives. 
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VI . Miscellaneous Corporate Subsidies 
a. The Export- Impart Bank^ 

The Federal government subsidizes fimerican exports by 
offering low-interest or guaranteed loans to foreign 
purchasers of high-cost American goods. Recently, these 
subsidies have been used to increase the exports of the 
American nuclear industry. 

1984 Low- Interest Loans: $3,8 billion 
1934 Guaranteed Loans: $10.0 billion 

1984 Corporate Subsidy: $0.70 billion 

B. Mineral Leasing 

Corporations that extract minerals from land owned by 
the general public are required to pay royalties, bonuses 
and taxes on the profits they make from these minerals. 

The Department of Interior is authorized to offer leases 
on a competitive basis, but seldom charges corporations 
more than a 16 and 2/3 percent royalty rate. Between 
1953 and 1981, the oil and gas industry paid the Federal 
government 61 percent of the market value of the oil and 
gas it extracted from the outer continental shelf. In 
comparison, the average rate of corporate repayment for 
publicly owned offshore minerals in other Western 
nations is: 

United Kingdom 80-92 percent 

Denmark s 84 percent 

Norway: 95 percent 

Numerous states also charge corporations more for extracting 
publicly owned minerals, with no noticeable loss of business 
interest in leasing these minerals. If the Federal government 
had charged a combined royalty, bonus and tax rate of 
between 80 and 90 percent from 1953 to 1981, it would 
have reduced the Federal deficit by $17 to $26 billion 
from outer continental shelf oil and gas leases alone. 

1984 Corporate Subsidy: Unknown^ 


®Bank! taken from President Reagan's Budget of the United 
States Government Fiscal Year 1984, Special Analyses. 

^Mineral Leasing: Royalties: A Report on Federal and 
Indian Mineral Revenues for 1981 , U.S. Department 
of Interior, 1932j and "U.S. Government Receipts 
from Minerals, Projections of Future Receipts, and 
Comparisons of U.S. Receipts with Those of Other 
Governments," Willieun H. Hymes, Congressional 
Research Service, March 3, 1982. 
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C. TRIS° 

Pajama-makers who used the cancer-causing chemical TRIS as 
a flame retardant in childrens' sleepwear will be compen- 
sated by the Federal government for the production and 
storage costs of their unsold stock of TRIS-treated 
pajamas. The Federal government banned the domestic sale 
of TRIS-treated sleepwear in 1977, and export of these 
pa j amas in 19 78 . 

1984 Pajama-Makers' Subsidy: $0.06 billion 


“^TRIS: Congressional Budget Office cost estimate, in 
Report to Accompany S, 823, Report No. 97-130, 
1981, at 11. 
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Chairman Kasich. Without objection. 

Mr. Nader. The subject of corporate weifare is one that raises 
many, many questions of market distortions, of eiementary fair- 
ness, of misaiiocation of pubiic budgets, of environmentai damage, 
and of the suppression of the rights of smaii business compared to 
iarge corporations that are more adept at feeding at the trough 
here in Washington. 

The iooting of Unde Sam, nameiy, the taxpayers, Mr. Chairman, 
is an ever-growing big business. And it is a big business that is 
iargeiy secret, without procedurai due process, without the usuai 
safeguards that any ordinary business wouid estabiish for itseif. 

if we are to take a working definition of corporate weifare, the 
concept of programs invoiving the government giving more to pri- 
vate companies than it gets back, that is, where it is engaging in 
a transaction that cannot be justified as a fair market value ex- 
change, then the goal is not necessarily to eliminate all corporate 
welfare programs, although many certainly need elimination, but 
to subject them to procedural, substantive, and regular review safe- 
guards. 

What are we talking about here in terms of corporate welfare? 
Well, I have here in my testimony a number of cat^ories which 
will illustrate part but not the entire field because it is so vast. 
Even 20 years ago, Mr. Chairman, there was a report from the 
Congress that indicated over 120 Federal subsidy programs alone, 
and since then there has been a burgeoning both in degree and 
kind of these corporate welfare projects and programs. 

The first cat^ory deals with giveaways, and these are, of course, 
completely antithetical to the way any prudent operation would use 
its assets. No business gives away its assets. No trade union gives 
away its assets. No agricultural cooperative gives away its assets. 
But the U.S. Government is in the practice of giving away taxpayer 
assets, natural resource assets, research and development assets 
and many other assets such as the public airways without getting 
anything in return, without requiring any conditions for the trans- 
fer of these valuable assets. 

I might add that the estimates of corporate welfare at the local. 
State and Federal Government arenas is hundreds of billions of 
dollars year— that is with a B— hundreds of billions of dollars a 
year. 

The government retains its property in such things as oil and 
mineral riches, forests, thousands of buildings and plants, public 
works, the public airways over which television and radio stations 
transmit their programs. The government retains its property as 
the sheer commonwealth of the people of the United States, and 
when a reasoned decision is made to distribute some of this wealth 
to private companies, the government should explore whether it 
can distribute these public assets in a nonexclusive public-purpose 
way or in a way that promotes competition. 

When public assets are going to be distributed to private inter- 
ests, there should be a strong presumption that the government 
should receive a market rate purchase or lease price. 

Now, let us look at an example. There is a recent digital spec- 
trum giveaway. The Federal Communications Commission esti- 
mates Its value is up to $70 billion, a figure that Bob Dole has used 
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when he criticized this giveaway. The National Association of 
Broadcasters has trumped its critics, including its competitors, in 
getting this to its members free of charge. The broadcasters pay 
nothing to the public for the right to air programming over the 
public airways. 

The public is the landlord and the broadcasters are the tenant, 
and the tenant pays no rent and keeps the public off its own prop- 
erty for 24 hours a day in radio and television stations all over the 
country. There is no audience network. There are no cable channels 
for civic activity or for labor or students or anything like that. 

At the same time the broadcasters use the influence they gain 
over political representatives from their use of these public re- 
sources to extort still greater subsidies. And all the while, they 
don't allow this subject to be covered on their news programs. Has 
anybody seen the evening news of the networks talk about the 
great digital spectrum giveaway? No way. 

The opportunity reemerges in an effort to define the broad- 
casters' public interest obligation, and that is what we have to con- 
sider. Should the public airways be leased for a fair market ex- 
change or should they be given away? And should the owners of 
the public airways have some of the time for their own broad- 
casting rights? As the Supreme Court put it in the Red Lion case, 
the first amendment rights of the audience of radio and TV sta- 
tions are superior to the first amendment rights of the broad- 
casters, something we often are allowed to forget. 

Another giveaway is the 1872 Mining Act. This is a notoriously 
obsolete law that allows any company, domestic or foreign, to go on 
public lands should they discover hard rock minerals, like gold or 
molybdenum. They can go to the Department of I nterior and for $5 
an acre or less buy the land above the mine, mine the mine to ex- 
haustion, keep all the revenues, with no royalties back to the U.S. 
Government, and little care for the environment. 

As a matter of fact, we checked some Third World countries, Mr. 
Chairman. They drive a harder bargain for their raw materials 
with U.S. corporations than our own government does. An example 
of this is that a Canadian gold mining company discovered $9 bil- 
lion of gold in Nevada on Federal lands a few years ago, marked 
it out, went to the Department of Interior and bought the entire 
area covering that mine for $30,000. $30,000 investment, $9 billion 
in gold, no royalties back to the government. There is no business 
in its right mind that would operate in that fashion. 

There are also the Internet giveaways which are increasingly 
visible today. A giveaway of public assets involves the management 
of the U.S. Government's I nternet assets. The current contract goes 
to Network Solutions. NSI turned a tiny initial investment into a 
firm with a market capitalization of $2.5 billion thanks to the con- 
trol of the power to sell the public the right to use their own do- 
main names. It is just a clerical situation. It is as if the U.S. Trade- 
mark office was transferred to a private company to operate for pri- 
vate purposes. 

A domain name now costs $18 for 2 years. We have been advised 
by other companies they could do it for 50 cents and still make a 
significant profit. 
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Government research and development is a little more complex 
issue, Mr. Chairman. It is clear that without government research 
and development, the telecommunications industry today, the aero- 
space industry, the agribusiness industry, the computer industry, 
the biotech industry, the pesticide industry, the pharmaceutical in- 
dustry, the atomic power industry, the satellite industry and some 
of the construction housing industry would not be the same as they 
are today. 

I ndeed, many of these government research and development dol- 
lars were invested in activities that the companies themselves did 
not choose to risk their capital in investing. Instead, they launched 
a variety of programs from the Pentagon, from NASA, from the Na- 
tional Institutes of Health, et cetera, and it is important when 
these companies tout their enterprise initiative that we also say 
that a good deal of their success is due to taxpayers' initiatives or 
taxpayers' enterprise under these government R&D programs. 

But since the early 1980's especially, the government has rou- 
tinely given away the fruits of the research it sponsors, granting 
private corporations exclusive royalty-free rights to commercialize 
government-financed inventions, while failing to include or enforce 
any reasonable pricing requirements and the like. 

Now, when it comes to an anticancer drug likeTaxol, Mr. Chair- 
man, the National Cancer Institute said a few years ago that $31 
million of taxpayer money went into the synthesis of the yew tree 
out of Oregon and Washington State all the way through the 
human clinical trials to develop this important drug. Under govern- 
ment policy, the government, in effect, gave monopoly marketing 
power to Bristol-Myers Squibb to sell this drug. 

Selling an anti cancer drug does not require great marketing ge- 
nius, by the way. Bristol-Myers Squibb is earning revenues from 
Taxol of $1 billion a year. There are no royalties back to NIH to 
recycle into more research and development in the health sciences, 
and there is no reasonable pricing. 

A few months ago, a woman with ovarian cancer wrote us. She 
had to leave her $19,000-a-year job. She went to the doctor. He 
said this was a very serious case. All he could recommend was 
Taxol, and it was $2,000 a shot from Bristol-Myers, basically close 
to $14,000 for the series of treatments that she needed out of a 
drug that the taxpayer developed right through the human clinical 
trial. 

I don't think that is fair. I don't think that is right for the pa- 
tient, for the taxpayer. If she has to go on Medicaid to pay for this 
drug, the taxpayer pays from the other end as well. 

In a little known activity in the Department of Defense over at 
Walter Reed Army I nstitute of Research, there is what the generals 
and the admirals call the government's little drug company. The 
government's little drug company has been engaging in first-class 
science with incredible efficiencies in developing anti malarial drugs 
and other drugs that the pharmaceutical industry doesn't want to 
put any money into because they don't see much profits in it. Ma- 
laria kills 2.5 million people a year, including 1 million children in 
Africa; and there is very little private medical research investment. 



158 


Walter Reed has a policy, after they develop the drugs— which by 
the way cost about $5 million a year a drug, not counting sala- 
ries— they give it away to a company. 

Recently, the government scientists developed a hepatitis drug, 
and in a ceremony, the happy company that received the exclusive 
rights gave the military officials there a plaque in appreciation. A 
plaque! So whether it is only 1 percent royalties or a plaque, that 
is about all the return the taxpayer gets, not to mention the 
gouging prices for consumers. 

The Partnership for a New Generation of Vehicles needs to be 
given some attention. This is Mr. Gore and Mr. Clinton's initiative 
started in August 1993. They joined with GM, Ford, and Chrysler 
to produce what is allegedly going to be a clean-engine car. Six 
years later, there is almost nothing to show for this. Why is the 
U.S. Government using a billion dollars of tax money to subsidize 
three companies that have been reporting record profits year after 
year and should be investing in this technology on their own? And 
It isn't just the waste of taxpayer money, Mr. Chairman. It is a de 
facto exemption from the antitrust laws that seems especially un- 
wise given the history of the auto companies colluding, to restrain 
the development and marketing of pollution control systems. A J us- 
tice Department case on this matter resulted in a consent decree 
under the Nixon administration, and I wish to introduce the mate- 
rial in the record to substantiate that. 

Given that record, do we really want to impede competition for 
this kind of innovation? It is interesting as the Washington Times 
reported on Saturday— and I submit that article for the record— 
that the two companies that are going to come forward next year 
with the most fuel -efficient cars by far are Toyota and Honda. They 
are not part of this joint government-business partnership for a 
clean car. They are part of a more competitive arena which is why 
they are ahead of the domestic U.S. industry, unfortunately. 

We come now to bailouts. Everybody in Congress is familiar with 
the periodic demand by industry for bailouts, the largest one being 
the S&L bailout due to speculation, outright criminal behavior or 
mismanagement in the late 1980's and early 1990's. It will cost the 
taxpayer over the next 20, 30 years, $500 billion in principal and 
interest. 

Bailouts are different from other corporate welfare categories in 
that th^ are ad hoc and unplanned. There is no ongoing govern- 
ment bailout program to be canceled or reformed, but there are les- 
sons to be learned, and first is the issue of payback. 

The question is simple. Once the S&Ls got on their feet after the 
bailout and they started making money, why shouldn't they pay 
the taxpayer back for the bailout? And in addition, why shouldn't 
systems be in place so that there is never again this kind of ramp- 
ant speculation which is caught only too late by lackadaisical gov- 
ernment agencies at the State ancf Federal level— which in turn 
has to lead to a huge bailout and a distortion of both market and 
budgetary priorities? 

The danger of creating too-big-to-fail institutions should make 
corporate welfare opponents advocates of a strong antitrust policy 
and supporters of existing restraints on the concentration of eco- 
nomic power. H.R. 10, which is about to come before the House of 
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Representatives, is a bill that is going to facilitate the combinations 
of giant banks, giant insurance companies, and giant brokerage 
houses; and this means that there are going to be more of these 
joint firms on the too-big-to-fail list of the U.S. Government, and 
that means the U.S. taxpayer. And yet the Federal Deposit Insur- 
ance Corporation has stopped assessing these profitable banks for 
the rainy days ahead. It only has $32 billion on hand to cover all 
contingencies for 9,000 commercial banks with nearly $3 trillion in 
deposits. 

Now Citicorp itself has assets of over $350 billion, and we know 
big banks can get into big trouble indeed. So, why is the Federal 
Government in effect saying to the banks, "Well, you don't have to 
be assessed anymore for your insurance fund because the taxpayer 
is always going to be ready to bail you out once this relatively triv- 
ial amount of FDIC resources is exhausted should there be one or 
two major bank failures?" 

There is also corporate tax expenditures. Now, this is where 
there is some debate between opponents of corporate welfare; but 
in our view. Federal corporate tax expenditures are the back door 
to corporate welfare. They are very invisible. Once they get in- 
stalled, they don't have to be annually reviewed by the Appropria- 
tions Committees of Congress. They just go on and on and on. 

These corporate tax expenditures are not uniform tax cuts. They 
are selective tax preferences for particular business interests, usu- 
ally large businesses, not small businesses, as you pointed out in 
your introductory statement. The crusade against corporate welfare 
cannot exclude corporate tax expenditures anymore than it can ex- 
clude direct government subsidies to corporations. 

As many scholars have pointed out, the tax expenditure is equiv- 
alent to a Treasury check to the preferred corporation or industry. 
FI ere is how it works: I n the late 1970's in a very obscure provision 
in one of the tax bills, $10 billion of taxes on deferred export earn- 
ings by McDonald Douglas, Boeing, General Electric and others 
was wiped off the book. I suppose a lot of small taxpayers would 
like their debt wiped off the book to Uncle Sam, but they are not 
big enough to have that kind of influence. 

Imagine about $10 billion, this is a so-called "DISC" program, 
wiped off the book with almost no public attention because of the 
obscure way it was done. Corporate debt cancellation buried in 500- 
or 600-page bills is a routine performance on Capitol FI ill. 

In 1986, there was another tax preference in one of the giant 
1,500-page bills. Almost nobody understood it. It took the Wash- 
ington Post months to discover it. That gave Ford and General Mo- 
tors $1.5 billion tax break, and more recently, eight billion out of 
$11 billion that the electric utilities owe to Uncle Sam was removed 
and canceled as well. I am sure a lot of small businesses would like 
to have that kind of power on Capitol FI ill, but they don't. 

0MB should be required to compile a list of the top 50 bene- 
ficiaries of each corporate tax expenditure. And to ensure these ex- 
penditures are disclosed and receive congressional scrutiny in some 
setting, these and other disclosures that are recommended in my 
testimony should all be put on the Internet. 

By the way, Mr. Chairman, do you know who invented the I nter- 
net? It wasn't Al Gore. It was the Pentagon. The Pentagon in- 
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vented the Internet to communicate on military research between 
universities, contractors and itself. Once again, we see the taxpayer 
risk often is in advance of the market willing to take risks to de- 
velop these kinds of breakthroughs. 

Insurance schemes. The International Monetary Fund and the 
Enhanced Stabilization Fund in theTreasury are typical examples 
of corporate welfare, albeit indirect. Corporate globalization leads 
to interdependence. Nobody denies that. But it also leads to Uncle 
Sam being the global guarantor of some of the worst regimes and 
their mismanaged economic policies and the speculation in these 
countries. 

It started with Mexico. It extended to countries in East Asia. It 
has moved to Brazil. It went to Russia where billions of IMF dol- 
lars disappeared without a trace as that country wallows in the 
criminal capitalism which replaced its criminal communism. 

The IMF and the ESF infuse money into debtor country econo- 
mies which then goes right back out to pay foreign creditors, often 
our own large banks and other money centers in the U.S. What is 
interesting about the IMF and the ESF— and this is extremely im- 
portant for Congress— is that these decisions are made without 
congressional authority often. They are made without congressional 
hearings. They are made without congressional review. They are 
made by executive branch officials with unbridled discretion and 
with the utmost secrecy. 

If you ask yourselves procedural ly how was the $50 million bail- 
out made to Mexico, it was not made with anything that Congress 
was involved in. It is one of the most egregious upsetting of the 
separation of powers and the balance of powers in our Federal sys- 
tem. 

I should also mention the nuclear insurance. 

Chairman Kasich. So I would put you down as opposed to that? 

Mr. Nader. Yes. In fact, this is an area that might be called 
meta-law. When you consider that a package of that size could be 
developed by theTreasury Department, the Federal Reserve, and 
the IMF, and Congress is completely kept out of it, I think that is 
an example of why procedural safeguards need to be right up at 
the top of the list in any analysis in Congress of corporate welfare. 
These procedural safeguards are constitutional safeguards. 

The nuclear industry could never pass the private insurance 
market test. Whenever an industry has a product that cannot meet 
a private insurance market test, the yellow flags go up. Why 
doesn't the insurance company want to insure this product or this 
industry? And so the Price Anderson Act was pass^ by Congress 
in the 1950's, in effect, to subsidize in a huge way the nuclear 
power industry and to cap the liability of the industry at a ridicu- 
lous tiny fraction of the level of what a nuclear accident would 
damage around a nuclear facility. 

In fact, the Atomic Energy Commission put out an estimate in 
the early 1960's that said that if there's a nuclear power accident, 
a class nine accident, it would contaminate an area the size of 
Pennsylvania. This was a regulatory agency, you know, that was 
the big booster of the nuclear industry. 

If an industry which has benefited, as the nuclear industry has, 
from massive government research and development and other sub- 
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sidies for more than 4 decades and which creates staggering envi- 
ronmental waste disposal programs yet to be resolved, as well as 
other risks, if it cannot survive without government support, then 
it should not survive. 

The over $100 billion that has gone into the nuclear industry, 
and some estimates are triple that, over the years could have been 
put into energy efficiency technology. This would have been a much 
more rational, economic decision for millions of consumers and tax- 
payers who are now burdened by the nuclear power risk situation. 

Government-sponsored enterprises. These are GSEs, and it is in- 
teresting that many people in Congress who are against govern- 
ment involvement in business never speak out against Fannie Mae, 
Freddie Mac and others. In fact, they are terrified of Fannie Mae. 
I mentioned recently to the CEO of Fannie Mae, I don't know any 
other company that produces such fear as Fannie Mae on Capitol 
FI ill. Perhaps it is because th^ hire so many former government 
officials and put them on their payroll to influence the situation. 

According to the Congressional Budget Office, for every $2 deliv- 
ered to homeowners due to the government subsidies of the GSEs 
(which was $6.5 billion in 1995, according to CBO), Fannie and 
Freddie Mac, take $1 of that subsidy for themselves. That is for ex- 
ecutive salaries, for their shareholders, et cetera. 

There has been very little review or oversight of Fannie Mae and 
Freddie Mac, and there are some companies who believe that they 
represent unfair competition to other companies who think they 
can do as good or better a job. 

Now, there are some people who say they are not going to be able 
to do as good or better job in the housing finance area, but we will 
never know unless they are able to try on a level playing field. The 
questions for Congress: Could GSEs improve access to mortgages 
by home buyers without a government subsidy? Could private cor- 
porations without government corporate welfare perform the same 
function? 

The executive compensation issue is also pretty egregious. Let 
me ask you this. You are working for the Federal Government as 
Members of Congress. They pay you about $136,000 plus benefits, 
et cetera. J amie Gorelick worked for thej ustice Department. She 
got about $125,000 as a high J ustice Department official. 

She leaves the government, and in 1997 moves over to Fannie 
Mae as vice-chair with no experience in housing finance. She is 
paid $1,850,000 in salary, bonuses and stock options during the 
last 8 months of that year. Now, should a government subsidize a 
corporation that pays its executives at those stratospheric levels, 
including a former CEO of Fannie Mae who went away with a $20 
million severance package, not to mention the $5 million that the 
more recently resigned CEO J im J ohnson received in 1 year? That 
is something that is quite important to pay attention to. 

I want to devote a few comments to State and local corporate 
welfare. And right in your home State, Mr. Chairman, there is a 
perfect example of what you are pointing out today in your prefa- 
tory remarks, and it is in Toledo, Ohio. Chrysler has been in Toledo 
for many years. The workers are very productive. The J eep is pro- 
duced there and sold at a good profit. Chrysler decided to expand 
thej eep plant. 
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They went to Toledo's city government, which is financially 
strapped, and arranged with the city government for a $300 million 
Federal, State, and local subsidy package. Part of that involves tak- 
ing over land where there are 85 homes in a stable neighborhood 
and several small businesses. We have been out to Toledo several 
times, Mr. Chairman, and we have seen the maps; and for the 300- 
acre parcel for that plant, the only use for that devastated neigh- 
borhood, which is being plowed under now by bulldozers and paid 
for by Toledo taxpayers to the homeowners, is going to be land- 
scaping. The top area of that parcel is more than large enough for 
the new truck plant and for the staging areas for the trucks. 

There is a small business with 70 employees, roof repair busi- 
ness, that is going to be displaced by that plant. Chrysler is given 
a tax holiday in property taxes. The Toledo city government ab- 
sorbs all environmental risks. The Toledo city government, which 
is very seriously strapped, has to pay for the clearing of the land 
and preparing of the land for this private corporation. This small 
business which is going to be displaced has to pay its property 
taxes, has to pay its dues, but the giant Daimler Chrysler corpora- 
tion with $20 billion in cash does not have to pay its property taxes 
to the city of T oledo. 

When I called up the general counsel of Chrysler, Lewis Gold- 
farb, and I said tell me 

Chairman Kasich. I bet he was excited to get your call. 

Mr. Nader. Yes. Why does a company with $20 billion in cash 
bring the city of Toledo to its knees and refuse to do what any 
homeowner in Toledo and what any small business in Toledo has 
to do, pay their dues, pay their taxes, pay for their own land pur- 
chasing? Why? And his answer was because we are putting a bil- 
lion dollars investment in this plant. I said, well, small business 
puts money in their stores and their plants. It is all proportional. 
Are you saying that because you are big enough, you can get away 
with being a property tax escapee, even though you are burdening 
the city services, the schools, the police, the fire departments? 

Basically, they have the power to do it, Mr. Chairman, and they 
are going to do it. The cities are terrified that these companies will 
leave, so the companies pit one State against another. The cities 
and states crumble just like Detroit crumbled when GM put up its 
plant in the Poletown neighborhood with another $300 million-plus 
package of Federal, state and local subsidies. And I might add, 400 
homes, 12 churches, a hospital, and dozens of small businesses 
were leveled for this plant, which ended up producing half the jobs 
it promised and only used a small portion of the 400 acres from 
which the Poletown community was evicted. 

Intel corporation is another example. They build billion dollar 
plants in small towns in the West, and they cut very, very harsh 
deals with these towns, including escaping $50 million per plant in 
property and other local taxes, notwithstanding that they have bur- 
dened the schools, the police, the service, sewage, water, et cetera, 
and other services. I asked Intel CEO, Andy Grove, how can you 
as a relative statesman among corporate executives allow this to 
happen? Fie gave me a pained look and he said, you know, these 
communities just throw themselves at you, and we have an obliga- 
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tion to our shareholders. But not an obligation to support the com- 
munity, apparently. 

It gets even worse. There are now corporate subsidies to gam- 
bling casinos. Thirty years ago, if you asked any Member of Con- 
gress, do you think that there would ever be corporate subsidies to 
gambling casinos, they would have thought you were off your rock- 
er. Yet Governor Whitman of New J ersey has taken $200 million 
to build a 1-mile or so tunnel into a new gambling casino that gam- 
bling mogul Steve Wynn is going to build in Atlantic City. Never 
mind that the schools in New J ersey are crumbling. Never mind 
that the public works in New J ersey are crumbling. $200 million 
for a tunnel into the land of hope and illusion. And that is not all. 

There are gambling casinos going up in Detroit where a whole 
series of small business are being taken, and displaced, and where 
taxpayers are funding gambling casinos. Imagine: Detroit used to 
be the hub of the greatest manufacturing center in the world. Peo- 
ple worked for the future instead of bet on the future. Now they 
are going to rely on gambling casinos for economic development 
when gambling takes it out of the hide of lower-income people more 
than any other strata of our society. 

To end local and state corporate welfare and other Federal cor- 
porate welfare, I would recommend congressional hearings— with 
the presence of some of the corporate welfare kings. Wouldn't it be 
nice to have some of the corporate welfare kings lined up here an- 
swering questions about why they are feeding at the public trough 
when they are producing huge profits, huge executive compensa- 
tion? I think they should be asked to explain why they are black- 
mailing cities, counties and States, often just to build stadiums or 
arenas, while other, desperately needed public works are starved of 
the money. 

Congressional hearings should also probe whether the provision 
of tax subsidies and similar incentives distort economic decision- 
making concerning the location of business activity, therefore, con- 
stitute an unconstitutional infringement on Congress's power to 
regulate interstate commerce. 

This is an analysis done on this matter in great detail in the De- 
cember 1996 Harvard Law Review in an article by law professor 
Peter Enrich, which is cited in my testimony. I suspect there is 
going to be a lawsuit filed evoking that commerce clause concept 
very shortly in Federal court. 

Second, the States need to be authorized and encouraged to enter 
into compacts in which they refuse to enter a race to the bottom 
against each other in terms of special tax breaks and related bene- 
fits. That will probably require congressional legislation to author- 
ize these kinds of interstate compacts. 

And as you will hear shortly. Representative David Minge has a 
bill here in the House that would authorize the Federal Govern- 
ment to levy a surtax on companies receiving state and local tax 
breaks, at the very least treating the value of the tax breaks as in- 
come upon which Federal taxes should be paid. That is another 
way of generating a more level playing field. 

Senator Mark Hatfield, Oregon Republican in the Senate, made 
a crusade over his years, Mr. Chairman, against corporate sub- 
sidies for private commercial weapons exports to foregn govern- 
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merit. He didn't like it for a number of reasons, one of which was 
that it was a misuse of tax money. Second, it often supported dic- 
tators who repressed their own people. Third, some of the weapons 
were even us^ against U.S. military personnel. The amount of an- 
nual subsidy there is in the billions of dollars. He would give esti- 
mates around 6 to $7 billion. 

And then, of course, there is the highway pork which you have 
rendered some judgments on. You will hear later from a group that 
will detail some of the unnecessary highways and misdirectea high- 
ways that are being 

Chairman Kasich. Mr. Nader, would you just suspend for a sec- 
ond. I don't want you to gloss over an issue you just mentioned, 
which is an issue called recoupment which I have been involved 
with. It is a very obscure issue, but it is one that really encourages 
the transfer of many— of weapons technologies, something that I 
know we have been concerned about in light of the transfer of tech- 
nology recently. It is a very interesting program, and I did make 
an effort to take it out. It came out for about a nanosecond and 
then went back in, but it is a very interesting program in and of 
itself, just to underscore the issue of recoupment. 

Mr. Nader. There is also the issue of offsets. 

Chairman Kasich. The offsets. 

Mr. Nader. These are where countries who received these weap- 
ons exports cut deals and say, well, we want two-thirds of them to 
be built or we want something in return, and eventually, the tech- 
nology is transferred to countries like China and other nations. 
Yes, I do mention that in my complete testimony. 

More recently, the Department of Defense Inspector General re- 
ported on spare parts provided to the Pentagon by Allied Signal 
Corporation that were sold at a 57-percent markup over commer- 
cial price. You know, when it comes to corporate issues, there isn't 
all that much difference between the two parties. How is this for 
an example? The Republicans never thought of doing this one. The 
Clinton administration is now having the Pentagon mergers by 
prime defense contractors subsidize. The argument is that there is 
a surplus of capacity in the defense industry, there should be merg- 
ers, and it is up to the Pentagon to facilitate these mergers with 
sweetened tax dollars. 

Our answer is, if there is overcapacity, let them cut their capac- 
ity the way it is done in the market system. Let them change over 
into doing something else. But Martin Marietta-Lockheed didn't 
need a billion and a half taxpayer dollars to get married. Then $30 
million was reserved for executive bonuses until Bernie Sanders 
and the rest of the House of Representatives stopped that. And so 
now we have routinely companies merging and getting Pentagon 
subsidies as a result. This was something that the Clinton adminis- 
tration has innovated. 

Agricultural subsidies, you will hear probably a lot about that 
later, but the original purpose of farm supports, Mr. Chairman, 
was to support family farmers, not giant agribusiness and to en- 
hance stability in agricultural markets. It is doubtful whether 
these programs still fill this function. At the same time, it is impor- 
tant to examine whether the 1996 farm bill had the unintended ef- 
fect of promoting agribusiness consolidation and increased power 
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for grain traders at the expense of small farm viability, whether 
that is happening at an accelerating pace which suggests the need 
for a serious and open-minded reassessment of these farm pro- 
grams. 

I think it is important, Mr. Chairman, to develop this analytic 
framework to give the corporate welfare examination process the 
proper stamina and intensiveness. There are some simple questions 
that you can ask for any corporate welfare program. Does it serve 
some broad public purpose? That suggests it has merits beyond the 
benefits it confers upon a particular corporation. If not, the pro- 
gram should be canceled. 

If it does serve some public interest, can the government achieve 
the same ends or, more important, public goals by retaining an in- 
terest in an asset being given away or doing a service in-house? 

Third, does the program involve functions that should be prop- 
erly left to the marketplace? 

Fourth, if the government is going to distribute assets or con- 
tracts or tax breaks to selected private parties, can it do so in a 
nonexclusive way so that competition is promoted? This business of 
giving away taxpayer assets to exclusive monopoly recipients is 
antithetical to everything the competitive market should stand for. 

Admiral Rickover had a simple idea. He said, look, open it up to 
competitive bidding if you want to give away a drug that the gov- 
ernment develops likeTaxol or a particular piece of hardware inno- 
vation. If you are going to transfer it, open it up to nonexclusive 
competitive bidding for 6 months. If it doesn't get a nibble, then 
you can negotiate maybe a sole source transfer. That was Admiral 
Rickover's approach, and as you know he had enormous experience 
in government-corporate contracting details. 

Five, if the government is going to provide corporations with 
services or give away its assets, is there any reason it shouldn't 
charge a market rate? Should it charge a below-market rate like 
with timber sales? There were years, for example, when 150-foot 
spruce trees in the Tongas Forest in Alaska was sold for the price 
of a hamburger in Alaska. It is not much more than the price of 
a hamburger now, maybe a double cheeseburger. That is ridiculous 
when you consider a 200-year-old tree of that magnificence being 
given away to both domestic and foreign-owned corporations up 
there in theTongas National Forest. 

Six, are there any nonmonetary reciprocal obligations that 
should be demanded of special interests that receive government 
benefits? For example, if we are going to give $50 billion bailouts 
in 1989 and $50 billion in 1990 to the S&L crooks and speculators, 
why don't we require the S&Ls to put in their monthly bank state- 
ment an insert— at no expense to themselves and paid for by con- 
sumers— that would invite consumers to form their own financial 
consumer association and monitor their own banks on the corner 
of Elm Street and Main Street in Columbus, Ohio, or some other 
place so that this never happens again? 

In short, if the government's going to bail out an industry due 
to the industry's culpability, negligence, overreaching corruption, 
speculation, it should empower the customers of that industry, like 
utility consumers or bank consumers, with a simple insert that 
costs the taxpayer nothing, is voluntary for the consumers to join. 
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so they can form their own private watchdog group with their own 
annual dues and their own operated organization. 

You might be interested to know that this proposal was made to 
the House Banking Committee in 1989 and 1990, each year that 
it had a bill subsidizing the bailout. We got six votes out of over 
40 or so in the House Banking Committee for this concept, some- 
thing that cost the taxpayer nothing, is voluntary to consumers and 
would clearly deter any repeat of this horrible commercial boon- 
doggle that cost the taxpayers billions of dollars all the way to the 
year 2020. 

And then finally is there an institutional means of periodic re- 
view of the program to ensure that subsidy programs, if they are 
going to be allowed to continue, continue to serve their broader 
public purpose? Does the prpgram require reauthorization by Con- 
gress or will it have automatic renewal? 

The central question to ask is what are the procedural and sub- 
stantive avenues for citizen challenge of the program, whatever 
subsidy program, to restrain unauthorized, unbridled government 
misbehavior in these areas? 

This is a classic series by Time Magazine late last year on what 
corporate welfare costs the average American by Donald Bartlett 
and J ames Steele. I am told that this is one of the most sought 
after issues of Time Magazine on the stands, and it got enormous 
letters of approval by people who read this series, and I will submit 
this for the record as well. 

I might also note, Mr. Chairman, that the area of remedies here 
in my testimony are detailed, and they are put there for discussion. 
They are put there for discussion, debate, and I would just like to 
quickly summarize them. 

One would be a bill to eliminate all corporate welfare and make 
them start all over again. Remember zero-based budgeting? You 
just eliminate all corporate welfare and say to the mining compa- 
nies, come to Congress, mining companies, and tell us why you 
should get hard rock minerals on the Federal lands free of charge 
from the U.S. Government, which is the trustee for taxpayers for 
these minerals. 

Then there should be citizen standing to sue, to challenge cor- 
porate welfare abuse. How many people realize that the citizens 
are completely shut out from using the courts to challenge execu- 
tive branch abuses in corporate welfare, including alleg^ illegal 
positions by the government or looting of the U.S. Government, 
say, by oil companies who year after year underpay their royalties 
on the Federal lands where oil is being explored? 

How about small funding for town meetings on corporate welfare 
all over the country to inform the public of this vast area of power 
play allocation of their tax dollars? What about sunsetting cor- 
porate welfare and basically giving them a term of office. You 
know, $300 a month welfare mothers are now under a 5-years-and- 
you-are-out requirement, but corporate welfare kings don't have to 
adhere to any 5-years-and-out requirement. 

What about annual agency reports on corporate welfare? Make 
these agencies list every program so Congress can have data and 
information on which to proceed with its analysis. Why not list 
every corporate beneficiary of these subsidies above a certain di- 
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minished threshold and publish this on the Internet? By the way, 
Mr. Chairman, the Internet needs to be much more focused on by 
the Congress. All the voting records of Members of Congress should 
be on the I nternet, and unfortunately, that is not the case. 

What about a Securities and Exchange Commission requirement 
for corporate welfare disclosure? The SEC law could be amended to 
require publicly traded companies to list the subsidies both by type 
and amount they receive from governmental bodies and to publish 
this information on the Internet. 

What about limits on multimillion dollar annual executive com- 
pensation in government subsidized or sponsored corporations? 
What about prohibiting government subsidies to criminal corpora- 
tions, corporations which are adjudicated to engage in criminal 
price fixing, like Archer-Daniels-Midland has been on the lysine 
scandal? 

What about reciprocal obligations, where the government gets 
something in return from the corporate welfare beneficiaries? 

What about government properties, real or intangible, that 
should be presumptively sold, leased, or rented at market rates? 

What about promoting competition in the allocation government 
resources? 

What about competitive bidding for exclusive rights to taxpayer 
assets where exclusivity has been determined to be appropriate? 

What about reasonable pricing provisions for that Taxol drug and 
for that woman with ovarian cancer and for the taxpayers who 
have to pay at both ends to develop the drug and to pay for Med- 
icaid? 

What about ending fossil fuel and nuclear power research and 
development subsidies and letting energy conversation and renew- 
able energy operate on a level playing field? 

What about a presumption against discount insurance which 
often gets to market risky technology? 

What about paybacks for bailouts? 

What about preventing foreseeable financial bailouts with 
amendment to H.R. 10, which I might add Senator D Amato asked 
us to submit when we testified on that legislation. This is an 
amendment, which I included in my testimony on the back page, 
that would prevent any bailouts of these giant financial conglom- 
erates that H.R. 10 would facilitate. We drafted this with great 
specificity, Mr. Chairman, and then it fell on deaf ears in the Sen- 
ate. 

What about eliminating all corporate tax expenditures or requir- 
ing regional and national compacts, et cetera? 

Mr. Chairman, the time is now for you and other courageous 
Members of Congress, who truly believe in ending corporate wel- 
fare as we know it, to launch a series of General Accounting Office, 
Congressional Research Service and Congressional Budget Office 
studies and conduct extensive hearings in Washington, DC, and 
across the country to introduce and vigorously push for corporate 
welfare legislation and, by your leadership, to force this issue with 
such broad appeal to many liberals and conservatives, to small tax- 
payers and small businesses all over the country on to the front 
pages and the nation's television screens. 
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There is a nascent, national consumer-taxpayer-environmental- 
worker-small business coalition waiting to be consolidated on this 
issue. It is an issue that sometimes divides progressives from lib- 
erals and conservatives from corporatists. But it is an issue which 
unites many people who have never been united before to form a 
powerful political force that can help rescue our political democracy 
from the narrow interests that now dominate. 

Given its breadth, this testimony necessarily paints in broad 
strokes. It has unassailable rhetoric, as well as deep and 
irrebuttable evidence, but it is important to reiterate that we do 
not oppose all corporate welfare. It is important that even good cor- 
porate welfare programs operate with safeguards in place to ensure 
procedural fairness, full disclosure of beneficiaries, frequent con- 
gressional review, citizen standing to challenge in the courts and 
reciprocal payments, as well as nonmonetary commitments from re- 
cipients. 

You know, during the energy crisis, we didn't want to be depend- 
ent on foreign oil. It may have been valid to have corporate welfare 
programs to facilitate energy efficiency or solar energy. 

This hearing, Mr. Chairman, is an important and historic b^in- 
ning, but if it is not followed up by more hearings and a sustained 
effort that involves more and more Members of Congress and cit- 
izen organizations, it will be of modest consequence. It is our obli- 
gation, Mr. Chairman, to support your courageous position here 
and those of your colleagues and to support it day after day; and 
to help expand the opportunity present^ by this public hearing, 
where Congress is at its best in educating the people about very 
important issues that are not just economic or not just taxpayer, 
but deal in many areas from the environmental to the level playing 
fields we would like our economy to adhere to. 

So bring on the corporate welfare kings to testify before your 
committee, and the excitement will be such that it may even make 
the Geraldo Show and other television shows that thus far have 
somehow, in their sadomasochist proclivities, ignored the subject of 
corporate welfare. 

Thank you, Mr. Chairman. 

[The prepared statement of Ralph Nader follows:] 

Prepared Statement of Ralph Nader, Consumer Advocate 

Chairman Kasich and members of the House Budget Committee, thank you for 
the opportunity to testify today on the vast subject of corporate weifare. 

Today's hearing is iong overdue. A significant percentage of the business of Wash- 
ington, DC, revoives around corporate weifare— with iobbyists, trade associations 
and business executives iobbying to obtain or protect speciai, favorabie treatment 
from the Federai Government— but curiousiy, notwithstanding our efforts since 
1970, there has never been a Congressionai hearing devoted to a comprehensive as- 
sessment of the issue. Government agencies and research offices have conducted 
oniy a handfui of J oint Economic Committee-type studies in recent decades which 
tried just to inventory the iong iist of mechanisms by which the government distrib- 
utes tax revenues and other pubiic assets to private business. 

Mr. Chairman, you deserve major credit for issuing a darion caii for Congres- 
sionai attention to corporate weifare, and for ieading various iegisiative efforts over 
the years to end egregious corporate weifare programs that benefit narrow business 
interests at the expense of the taxpayer, and often, one shouid add, at the expense 
of other important concerns, such as environmentai protection, economic competi- 
tion, fair consumer prices, nationai security, job creation and a weii-functioning de- 
mocracy. 
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As you know well, Mr. Chairman, the myriad of corporate welfare programs gen- 
erally do not persist on the merits. Rather, they remain entrenched and continue 
to grow because strong and well -organized business Interests, with huge monetary 
concerns at stake, aggressively work to defend and expand them— often hand In 
hand with powerful Members of Congress with whom they maintain mutually ad- 
vantageous relationships. Cleaning the corporate welfare slate will not be easy. 

There Is only one change that will counteract the entrenched Interests which cre- 
ate, shield and rationalize corporate welfare programs: an Informed and mobilized 
citizenry. Absent organized and focused public outrage, legislative efforts will yield 
minimal success as compared to the overall scale of the corporate welfare budget. 
To make this claim Is not to belittle such efforts. Legislative Initiatives directed to- 
ward particular programs and abuses can achieve reforms that are Important In 
their own right, and legislative proposals can and should be part of the very process 
of generating citizen Interest and focused attention. 

But Innovative legislative proposals will not, by themselves, be sufficient to create 
an Informed public opinion that translates Into the action needed to create a coun- 
tervailing force to the business lobby for corporate entitlements. 

Many steps will be needed to create that countervailing force, but one very Impor- 
tant step will be a series of high-profile Congressional hearings that shine the light 
on egregious corporate welfare abuses, develop an analytic framework to assess cor- 
porate welfare programs, develop procedures and hone proposals to eliminate or con- 
trol corporate welfare programs, bring the Corporate Welfare Kings (beneficiary 
CEOs) before Congressional committees to justify their dependence on the public 
dole, generate news media stories and investigations, and elevate the visibility of 
the issue in policy debates within the Beltway and around the country in town hall 
meetings. This hearing should begin that process. We hope it will be followed in 
coming months and years by more detailed inquiries. 

In this testimony, after preliminary remarks on the evolution of corporate welfare 
and on defining corporate welfare, I will offer a rudimentary corporate welfare clas- 
sification scheme and highlight particular examples of each category. (The cat- 
egories offered: government giveaways; government-funded research and develop- 
ment: bailouts: tax expenditures: government-sponsored enterprises: loans and loan 
guarantees: state and local corporate welfare; export and overseas marketing assist- 
ance: defense, transportation and other pork; loans and loan guarantees: and grants 
and direct subsidies.) In addition to fleshing out the typology, the discussion of ex- 
amples will be intended to offer insights intothefollowing questions: 

• What rationales do private interests use to secure subsidies from the govern- 
ment, and then to shield them from challenge, from either the legislative and judi- 
cial branches? 

• How do corporate welfare programs become entrenched and immune to ces- 
sation or reform? 

• To what extent do foreign corporations benefit from the expenditure of U.S. tax- 
payer dollars on corporate welfare? 

• How can fair pricing mechanisms be used to allow beneficial programs to be 
preserved, while eliminating welfare subsidy components? 

• What criteria should be used to determine when corporate welfare programs 
should simply be cancelled, and when they should be restructured to extract public 
benefits, pay-backs or investment returns from the government-supported enter- 
prise? 

• What administrative due process should apply to corporate welfare? How can 
taxpayers be given standing and procedural rights under the Administrative Proce- 
dures Act and other relevant statutes to challenge arbitrary agency action in the 
corporate welfare area? 

• How do economic subsidies disadvantage nonsubsidized competing businesses, 
who pay their dues, and foster undesirable market outcomes? 

At the conclusion of my testimony, I will suggest, for discussion purposes, reforms 
to rein in the proliferation of corporate welfare programs. These will not be in the 
form of a target list of programs that should be cancelled (though there are certainly 
many of these, and several highlighted here). Rather the proposals are overarching 
approaches, elements of a comprehensive approach to corporate welfare. 

Defining and Scrutinizing Corporate Welfare 

"Corporate welfare" is a general term in need of definition before it can become 
the basis of legislative action. 

Many have offered a working definition that looks to the benefits conferred and 
costs incurred by a particular program, subsidy or loophole. In these definitions, if 
a program is considered corporate welfare if its public cost outweighs its public ben- 
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efits. Others have asked whether the private, corporate benefit outweighs the over- 
aii pubiic benefit. These are important questions— questions which shouid be asked 
of any corporate welfare program— but they are too narrow to serve as the basis for 
defining corporate welfare. Defining corporate welfare in this fashion also imme- 
diately orients the debate about any particular program into a contest over the pro- 
gram's merits, with defenders of the program inevitably explaining how it creates 
jobs and therefore is worthy of taxpayer support. 

A more robust definition of corporate welfare looks not to the benefits conferred 
on the public, but to the benefits conferred on corporations as compared to any cor- 
porate payment, or goods or services provided, to the government. If a program in- 
volves the government giving more to private companies than it gets back— that is, 
where it is engaging in a transaction that cannot bejustified as a fair market value 
exchange— then it should be considered corporate welfare. No definition of corporate 
welfare will be all-inclusive— some element of know-it-when-l-see-it will have to re- 
main, including for pork-laden contracts for unnecessary goods or services— but ap- 
plied flexibly, this definition should serve well. 

The advantage of this definition is that it suggests analytic inquiries other than 
whether a program is "good" or "bad." It allows for the possibility of "good" corporate 
welfare— programs that confer subsidies on business but are merited because of the 
overall public gain. (As I will reiterate, I believe there are cases of "good" corporate 
welfare— but these too should be subjected to proper procedural and substantive 
checks.) 

In deferring the debate over a program's merits, this definition of corporate wel- 
fare channels discussion so that a series of inquisitive screens can be applied to the 
program, including but not limited to whether the program should be cancelled. 

Among the screens that should be applied: 

1. Does the program serve some broad public purpose that suggests it has merits 
beyond the benefits it confers on particular companies? If not, the program should 
be cancelled. 

2. If it does serve some public interest, can the government achieve the same ends 
or more important public goals by retaining an interest in an asset being given 
away or doing a service in-house? 

3. Does the program involve functions that should properly be left to the market? 

4. If the government is going to distribute assets or contracts or tax breaks to pri- 
vate parties, can and should it do so in a nonexclusive way so that competition is 
promoted? 

5. If the government is going to provide corporations with services, or give away 
its assets, is there any reason it should not charge, or should charge below-market 
rates? 

6. Are there nonmonetary reciprocal obligations that should be demanded of spe- 
cial interests that receive government benefits? These might include, but not be lim- 
ited to, reasonable pricing of government-subsidized goods and services sold to con- 
sumers. 

7. Is the program subject to constitutional or other judicial challenge as a waste 
of taxpayer assets, or use of taxpayer assets for corporate welfare, rather than the 
general welfare? Does the program exceed the implementing agent's statutory au- 
thority? What are the procedural and substantive avenues for citizen challenge of 
the program to restrain unauthorized agency action? 

8. Is there an institutional means of periodic review of the program to ensure it 
continues to serve its broader public purposes? Are criteria delineated by which the 
program should be evaluated? Does the program require reauthorization or will it 
have automatic renewal? 

These queries should be applied in public and Congressional debate, but they 
should also adopted in comprehensive legislation, as suggested in the suggested dis- 
cussion of proposals at the end of this testimony. 

The Evolution of Corporate Welfare 

Corporate welfare is probably as old as the corporate form, and runs through all 
U.S. history. The Crown Corporations such as the J amestown Company and the 
Massachusetts Bay Company that colonized America were given exclusive rights to 
exploit designated territories. 

While a vigorous tradition of skepticism of corporate power characterized early 
America, corporations were frequently able to translate political power into eco- 
nomic benefits from the states. In Ohio, for example, the state legislature passed 
the Ohio Loan Law in 1837— disparaged by citizens as the Plunder Law— which re- 
quired the State to give tax revenues to private canal, turnpike and railroad cor- 
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porations while permitting them also to charge tolls. Ohio, like other states, passed 
"special legislation" to confer benefits on particular companies. 

Government land giveaways without what we would now call fair-pricing r^uire- 
ments helped the railroads gain a monopolistic stranglehold over farmers in the 
West, spurring the Populist Movement. 

Special deals between the Federal Government and J .P. Morgan and a coterie of 
financiers conferred huge profits on Wall Street interest at the turn of the century. 

Through corruption and the exercise of political power, utilities and trolley sys- 
tems extracted subsidies and special deals from local and state governments in nu- 
merous forms through the first decades of this century. 

Following the Federal Government expansion of the New Deal and World War II 
eras, the enlarged Federal budget and enhanced Federal authority offered new op- 
portunities for giveaways and corporate handouts. Defense and nuclear power com- 
panies, perhaps more than any others, latched on to the corporate wafare band- 
wagon and never let go. Other corporate interests found opportunities in the urban 
renewal efforts of the 1950's and 1960's, which often benefited developers and con- 
struction interests at the expense of low-income communities. And elaborate tax 
dodges came into vogue. 

The bailouts of Lockheed and Chrysler in the 1970's narrowed still further the 
separation between government and business, and paved the way for the sharp up- 
surge in corporate welfare of the last two decades. 

The Reagan-Bush years perhaps marked the beginning of what could be called the 
corporate state, characterized by an expanding array of welfare benefits for big busi- 
ness as well as a host of other privileges and immunities. That condition continues 
to prevail today. 

The public is widely disenchanted with the corporate welfare budget, especially 
in the era following the sharp limitations placed on welfare for poor people in 1995. 
Now is a time when the corporate welfare tide can be turned, if Members of Con- 
gress are prepared to focus the spotlight on corporate welfare programs and bene- 
ficiaries, to call the Corporate Welfare Kings to account, and to rally around the 
public around a pro-taxpayer, pro-competition, pro-environment, pro-consumer, pro- 
worker, anti -corporate welfare agenda. 

Giveaways 

The U.S. Federal Government is quite probably the richest property owner on 
earth. The government owns vast tracts of land, including oil and mineral riches, 
forests, thousands of buildings and plants, the public airwaves and much more. 

Because they often do not appear as budgetary debit items, government giveaways 
too frequently escape the corporate welfare stigma. Giveaways are in fact one of the 
purest forms of corporate welfare— a someth! ng-for-nothing, or something-for-too-lit- 
tle, proposition. The level of public outrage would be high if the government wrote 
a $70 billion check to the broadcast industry— but that is effectively what happened 
when the Federal Communications Commission, pursuant to the Telecommuni- 
cations Act of 1996, handed over the digital television spectrum to existing broad- 
casters. 

The government retains its property as the shared commonwealth of the people 
of the United States, and there should be a strong presumption against giving it 
away. Where a reasoned decision is made to distribute some of that wealth to pri- 
vate parties, the government should explore whether it can distribute the public as- 
sets in a nonexclusive, public-purpose way, or in a fashion that promotes competi- 
tion. When public assets are going to be distributed to private parties, there should 
be a strong presumption that the government should receive a market-rate purchase 
or lease price: and where taxpayer assets are to be distributed to a narrow class 
of beneficiaries, below-market purchase or rental rates should be accepted only in 
the most compelling of circumstances. Finally, prior to transfer or government prop- 
erty to private parties, the government should consider whether there are nonmone- 
tary reciprocal obligations that should be demanded of recipients— these may in- 
clude everything ranging from binding promises to adhere to higher environmental 
standards to contributing equipment to support noncommercial television. 

With stealth government giveaways of public assets, such as the internet naming 
rights discussed below, accelerating, there is an urgent need for the adoption of pro- 
cedural and substantive protections to prevent the looting of the commonwealth. 

Digital Spectrum Giveaway 

In one of the single biggest giveaways in U.S. corporate welfare history, the Fed- 
eral Communications Commission (FCC) on April 7, 1997 donated broadcast licenses 
for digital television to existing broadcasters. 
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Under the terms of the giveaway, the broadcasters will pay nothing for the exclu- 
sive right to use the public airwaves, even though the FCC itself estimated the 
value of the digital licenses to be worth $11 billion to $70 billion. 

The giveaway was mandated, in part, by the 1996 Telecommunications Act, which 
prohibited, under demands by the broadcaster lobby, the FCC from auctioning off 
the airwaves. The Telecommunications Act also required the FCC, if it decided to 
allocate the licenses, to give them only to incumbent broadcasters. 

The licenses will permit the broadcasters to air programs through digital signals, 
which offer higher picture quality than currently used analog broadcasting. FCC 
rules will require broadcasters in the largest cities to air digital programs in the 
next few years. All of the broadcasters will continue to air analog versions of their 
programs, at least during a dozen-year transition period. 

The new licenses are for the spectrum equivalent of five or six digital television 
channels. The broadcasters will be able to use the extra channels to air multiple 
simultaneous programs or, more likely, for other purposes, potentially including 
data transfer, subscription video, interactive materials, audio signals and other not- 
yet-devel oped innovations. In these enterprises, they will compete at advantage with 
noncorporate- welfare receiving companies. 

The original theory behind granting the broadcasters such wide spectrum space 
was to permit them to air high-definition television (FIDTV). But many broadcasters 
may choose not to air FIDTV, and instead will receive the extra spectrum channel 
space as a super-windfall-yielding a no-license-fee revenue stream from nonbroad- 
casting uses of the spectrum, in addition to revenues from no-license fee airing of 
digital television broadcasts. 

As former Senate Majority Leader Bob Dole has recognized, there is no conceiv- 
able reason why the incumbent broadcasters should have been given exclusive 
rights to use the airwaves. Other possible television broadcasters should have been 
given the right to bid for portions of the digital spectrum, and so should have other 
potential users, such as data transmission companies. 

These competing business interests' protestations were completely trumped by the 
power of the National Association of Broadcasters (NAB), however. 

This is the quintessential perversion of democracy: the broadcasters pay nothing 
to the public for the right to air programming over the public airwaves; then they 
use the influence they gain over politicians from their use of these public resources 
to extort still greater subsidies; and all the while they do not allow this subject to 
be covered on their news programs. 

Only a few weeks after consummating their tremendous coup at the FCC, the 
broadcasters expressed sudden concern with the fate of viewers who would be 
forced, in 12 years time, to buy new televisions if the broadcasters forfeit their ana- 
log stations, as currently scheduled. This would indeed be an extraordinary con- 
sumer shakedown, but not one that the broadcasters are positioned to challenge in 
good faith. They are now lobbying to maintain their analog stations— another public 
resource which they exploit free of charge. The FCC estimates the value of the ana- 
log spectrum at as high as $132 billion. 

Lost in the giveaway was the opportunity to set aside portions of the broadcast 
spectrum for public access, educational and public interest programming. 

Flowever, a new opportunity is presented by the as-yet-unspecified public interest 
obligations of the broadcasters, which could be defined to include public interest and 
public access programming. As part of their public interest obligations, the broad- 
casters should be required to allocate a substantial portion of their new spectrum 
space and time to public access programming, and to fund quality programming. 
Specially chartered, democratically governed citizen television networks could de- 
velop programming, or moderately funded programming opportunities could be allo- 
cated to qualifying civic organizations. Such a modest dose of media democracy can 
only be good for our nation's democracy. 

Others have suggested additional requirements that should be imposed on the 
broadcasters as public interest obligations. People for Better TV, a national coalition 
including the American Academy of Pediatrics, the Civil Rights Forum on Commu- 
nications Policy, the Communications Workers of America, the Consumer Federation 
of America, the league of United Latin American Citizens, the NAACP, the National 
Council of Churches and the National Organization for Women, is calling for a de- 
bate over and analysis of serious proposals to ensure that broadcasters devote mean- 
ingful coverage to public affairs, that the broadcasters respect and nurture rather 
than exploit children, and that measures are taken to promote racial, ethnic and 
gender diversity in television programming. 

Flowever, as People for Better TV points out, the Gore Commission which was 
charged with considering how to define the broadcasters' public interest obliga- 
tions— remember, again, these obligations are the only payment the broadcasters 
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will make for controlling now $200 billion in taxpayer airwaves assets— failed to rise 
to the occasion. (The Los Angeles Times derided the report as a 'anational scandal.") 
Moreover, although the print media devoted some attention to the issue, as People 
for Better TV notes, 'Television stations, perhaps fearing regulation, kept the issue 
off the local and national news. The discussion about how TV stations will (or will 
not) serve their community is taking place in the same back-room, deal-making, 
back-slapping environment that always preoccupies official Washington." 

'The spectrum giveaway and the secrecy surrounding this important debate are 
travesties of American democracy," the coalition rightly concludes. 

The 1872 Mining Act 

No discussion of government giveaways can fail to take note of the absurd Mining 
Act of 1872. The Act— which recently celebrated its 125th giveaway anniversary!— 
is the subject of regular reform efforts. The reason is simple: the Act allows compa- 
nies to purchase Federal land for $5 an acre or less and to mine valuable minerals 
from Federal land without paying a cent in royalties. Whatever the merits of the 
Act at the time of passage, when it was intended to help settle the West, it has long 
been clear that the Act serves an unjustifiable giveaway to narrow corporate inter- 
ests, including foreign corporations. As Carl Mayer and George Riley note in their 
history of the 1872 Mining Act, "Many of the deficiencies noted three of 4 years after 
the law's passage have been cited repeatedly by committees and legislators during 
the last century. The critics have focused on four problems: the failure of the law 
to return appropriate revenue to the Treasury: the inability of the Federal Govern- 
ment to halt fraudulent acquisition of mineral land; the loss of government control 
of patented land which passes out of public ownership: and the elevation of mining 
to the highest use of the land." But reform efforts r^ularly fail, thanks to mining 
lobby interests— a lobby with power vastly disproportionate to its economic contribu- 
tions, which are estimated at about one-tenth of 1 percent of the West's total in- 
come. 

Many of the mines on Federal or patented land are literally billion-dollar give- 
aways— often to foreign companies. In 1994, American Barrick Corporation, a Cana- 
dian company, patented nearly 2,000 acres of public land in Nevada that contained 
over $10 billion in recoverable gold reserves. Taxpayers received less than $10,000. 
In 1995, a Danish company patented land in Idaho containing more than $1 billion 
in minerals for a price of $275. 

The Mineral Policy Center estimates that mining companies extract $2 billion to 
$3 billion in minerals from public lands every year— royalty free. From 1872 to 
1993, mining companies took more than $230 billion out of the Federal lands, roy- 
alty free, according to the Mineral Policy Center. 

In 1994, Congress imposed a moratorium on patenting, but already filed patents 
continue to be filed, and mining companies continue to work already claimed lands. 

Third World countries routinely strike better deals with mining companies than 
does the most powerful government on the planet. A mere 8 percent royalty on ex- 
isting mines would bring $200 million a year into the Federal coffers. 

The subsidized mines interfere with other economic and noneconomic uses and 
values of public lands. University of Montana Professor Thomas Power has devel- 
oped cogent arguments that the destruction of the natural environment associated 
with mining on Federal lands imposes real economic costs, absorbed both by the 
tourism industry and residents whose land values and basic decisions to live in the 
West are based in part on the high quality living environment of the region. The 
Mineral Policy Center estimates direct cleanup costs for the more than half million 
abandoned mines on Federal lands in the $30 billion to $70 billion range. 

In March 1999, the Clinton administration ruled that it would enforce environ- 
mental laws that limit the ability of mining companies to dump waste on public 
lands, and thereby limit the extent to which hardrock mining can be done. The min- 
ing industry has set fast to work to repeal this ruling, through a rider to the Inte- 
rior Appropriations bill or other mechanisms. Congressional enactment of a repeal 
would be a wholly unjustified degradation of the environment and environmental 
law. For well over a century. Congress has been more than generous enough to the 
mining industry. 


Internet Giveaways 

An evolving giveaway of public assets involves the management of the U.S. gov- 
ernment's internet assets. The Federal Government currently contracts with Net- 
work Solutions, Inc. (NSI), to manage certain domain name registrations. After en- 
tering into the contract in 1993, NSI was later acquired by SAIC for $3.9 million, 
and subsequently was permitted to charge U.S. consumers wildly excessive fees for 
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registering internet domain names. NSI's monopoly on the .com and other valuable 
domain names has turned a tiny initial investment into a firm with a market cap- 
italization of $2.5 billion— thanks to control of the power to sell the public the right 
to use their own domain names. At no time did the government seek any competi- 
tive bids to determine the prices that consumers and business should pay for do- 
main name registrations. As public resentment over the high prices and poor service 
have grown, the government is now trying to find ways to introduce competition. 
But NSI is using its monopoly profits to lobby the Congress and the executive 
branch to maintain its monopoly. 

As the Administration seeks to replace the current NSI monopoly with something 
new, it is using its earlier mistakes as a rationale for a new government giveaway 
that could create an entirely new set of governance problems for the public. Cur- 
rently the Administration is negotiating a transfer of the "A DNS root server" to 
ICANN, a private nonprofit organization. The new nonprofit organization seeks the 
authority to impose fees on all internet domain names, to set international policy 
on trademarks and other issues, and to launch an undefined set of policy initiatives 
that it will fund from fees assessed on domain registrations. This new initiative 
raises a number of questions regarding its lack of accountability, and it is justified 
largely on the basis that the NSI monopoly needs to be "fixed." But it is hard to 
see how the creation of a new unaccountable body constitutes a "fix." 

Government Research and Development 

The Federal Government invests tens of billions of dollars annually in research 
and development (R&D), most prominently through the Department of Defense, the 
Department of Energy and the Department of Flealth and Fluman Services. These 
investments lead to new inventions and the award of thousands of patents— publicly 
financed, and frequently publicly owned intellectual property. 

Since the early 1980's, the government has routinely given away the fruits of the 
research it sponsors, granting private corporations exclusive, royalty-free rights to 
commercialize government-financed inventions while failing to include and/or en- 
force reasonable pricing requirements in the licenses. The result: a corporate welfare 
bonanza for biotech, computer, aerospace, pharmaceutical and other firms. 

In the critical area of pharmaceuticals, for example, this research giveaway policy 
leads to superprofiteering by giant drug manufacturers, who charge unconscionably 
high prices for important medicines— costing consumers, and often resulting in the 
denial of treatments to consumers who are unable to pay high prices. In an irony 
that must keep the staff of the Pharmaceutical Researchers and Manufacturers As- 
sociation in stiches, perhaps the largest ripped-off consumer is the Federal Govern- 
ment— the same Federal Government that paid for the drugs’ invention— which 
must pay extravagant fees through the Veterans' Administration and Medicaid (al- 
though the government-brokered prices are lower than those paid by individuals). 

It wasn't always so. Following the creation of a major Federal role in research 
sponsorship in World War II, thej ustice Department concluded in 1947 that "where 
patentable inventions are made in the course of performing a Government-financed 
contract for research and development, the public interest requires that all rights 
to such inventions be assigned to the Government and not left to the private owner- 
ship of the contactor." Thej ustice Department recommended also that "as a basic 
policy all Government-owned inventions should be made fully, freely and uncondi- 
tionally available to the public without charge, by public dedication or by royalty- 
free, nonexclusive licensing." 

Thej ustice Department offered what remains a compelling case for nonexclusive 
licensing: "Public control will assure free and equal availability of the inventions to 
American industry and science: will eliminate any competitive advantage to the con- 
tractor chosen to perform the research work; will avoid undue concentration of eco- 
nomic power in the hands of a few large corporations: will tend to increase and di- 
versify available research facilities within the United States to the advantage of the 
Government and of the national economy: and will thus strengthen our American 
system of free, competitive enterprise." 

Even in 1947, the Justice Department position was not the uniform standpoint 
of the Federal Government. The Defense Department consistently maintained a pol- 
icy of allowing contractors to gain title to government-sponsored inventions, so long 
as the Pentagon was able to maintain a royalty-free right to use the invention. 

In the ensuing decades, government policy evolved unevenly between different 
agencies, with some gradual increase in exclusive rights transfers to private parties. 
The various agen^ policies favoring exclusive licensing were done without Congres- 
sional authorization. Seven Members of Congress and Public Citizen filed suit in 
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1974 against the dispceition of government property without Congressionai author- 
ization, but the case was dismissed proceduraiiy on lack of standing grounds. 

Beginning in the mid-1970's, however, big business, in coiiaboration with partners 
at major research universities, began iobbying for a major transformation in govern- 
ment patent poiicy. Based on highiy questionabie evidence, the business-university 
aiiiance argued that exciusive iicensing was necessary to spur private sector innova- 
tion and deveiopment of government-funded inventions. 

The concerted business-university campaign succeeded in 1980 with passage of 
the Bayh-Doie Act, which transferred exciusive controi over many government-spon- 
sored inventions to universities and smaii business contractors. Universities were in 
turn permitted to exciusiveiy iicense to private corporations, inciuding big busi- 
nesses. 

It is important to note that the Bayh-Doie Act was contentious at the time of pas- 
sage. Other aiternatives proposed at the time inciuded a suggestion by Admirai 
Hyman Rickover that government inventions be iicensed non exciusiveiy for a period 
of 6 months: and that if no party had indicated an interest in commerciaiization, 
that the patent then be open to competitive bidding for an exciusive iicense. A pro- 
posai by President Carter, which passed the House of Representatives prior to pas- 
sage of the Bayh-Doie Act, wouid have iimited the exciusive iicense granted by gov- 
ernment to designated "fieids of use." But presented with the Bayh-Doie Act, Presi- 
dent Carter signed it. 

In 1983, President Reagan issued a Presidentiai Memorandum which instructed 
executive agencies to grant exciusive inventions to contractors of aii sizes. Again, 
another criticai phase in the path of whoiesaie giveaway of government inventions 
occurred as the resuit of uniiaterai executive action, without Congressionai author- 
ization. 

In 1986, Congress passed the Federal Technology Transfer Act, which authorized 
Federai iaboratories to enter into exciusive contracts with corporations to deveiop 
and market inventions originating in the Federai iabs. The Federai iabs have enor- 
mous discretion in working out exciusive iicensing arrangements and, without even 
the universities' interest in earning some reasonabie royaity, the iabs have effec- 
tiveiy given away hugely profitable taxpayer-financed inventions with no pubiic re- 
turn either in the form of royaities or, more importantiy, meaningfui restraints on 
company pricing. 


The Taxol Case 

Consider the case of taxol, a leading anti-cancer drug. In J anuary 1991, the Na- 
tional Cancer Institute iicensed taxoi to Bristoi-Myers Squibb. In the Cooperative 
Research and Deveiopment Agreement (CRADA), NCI agreed to abandon its modei 
"reasonabie pricing" ianguage. Instead, it used the foiiowing: 

"NCI has a concern that there be a reasonable relationship between the pricing 
of Taxoi, the pubiic investment in Taxoi research and development, and the health 
and safety needs of the public. Bristol-Myers Squibb acknowiedges that concern, and 
agrees that these factors wiii be taken into account in estabiishing a fair market 
price for Taxoi." This exhortatory phrasing did not exactiy piace NCI in a position 
to disci piine Bristoi-Myers Squibb's pricing of the drug. 

Foliowing a bizarre negotiation to set a reasonabie price, Bristoi-Myers Squibb 
markets Taxol at a wholesale price that is neariy 20 times its manufacturing cost. 
A singie injection of Taxoi can cost patients considerabiy more than $2,000— and 
treatment requires muitipie injections. 

That the contractuai ianguage was so weak is aii the more remarkabie because 
of the extraordinariiy minor contribution that the company made to the deveiop- 
ment of the drug, aithough BMS wouid of course daim it has done important coiiat- 
erai research. NCI discovered, manufactured and tested Taxoi in humans. BMS's 
oniy contribution to the New Drug Appiication (NDA) to the Food and Drug Admin- 
istration was to provide 17 kiiograms of Taxoi to NCI and to process paperwork. 
The value of the 17 kilograms was probably less than $5 million. Bristol-Myers did 
not pay any fee to NCI in entering into the CRADA, and it does not pay royaities 
to the U.S. government on its biiiion doiiar annuai saies revenue from Taxoi. 

Bristoi-Myers Squibb maintains exciusive rights over Taxoi due to its control over 
the health registration data (dinicai triai data used for reguiatory approvai of phar- 
maceuticai drugs), which it gained as a resuit of the CRADA. The company does not 
have a patent on the drug, because it was invented by Federai researchers. Bristoi- 
Myers Squibb is now ieading a major effort— in the United States and around the 
worid— to extend the period during which it maintains exciusive control over the 
data submitted to receive FDA approvai. A Nationai Economic Research Associates 
study found the consumer cost of an additionai 2 years of Bristoi-Myers market ex- 
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clusivity for Taxol will be $1.27 billion, including $288 million paid by Medicare. 
Some of those without insurance are simply unable to afford the drug. The cost of 
preventing generic competition throughout much of the rest of the world is to deny 
most patients access to the medicine altogether. 

Though particularly stark, theTaxol case is not unique. Because the Federal Gov- 
ernment is responsible for the resources leading to the invention of a very high per- 
centage of the most important new drugs, especially anti-cancer drugs, the problem 
of government licensing is frequently posed. This is a consumer issue of the highest 
order of significance. 

Where the government hands an annual billion-dollar revenue earner to a private 
company for a pittance, is it too much to ask the relevant Federal agency to enforce 
reasonable pricing requirements? Might an avenue of citizen challenge to the terms 
of the N I FI -Bristol -Myers Squibb deal have changed the terms of the contract, sav- 
ing consumers millions of dollars and perhaps saving lives? 

The Partnership for a New Generation of Vehicles (PNGV) 

The Partnership for a New Generation of Vehicles (PNGV) is a public/private 
partnership between seven Federal agencies and 20 Federal laboratories, and the 
big three automakers— General Motors, Ford and what is now Daimler Chrysler. Ac- 
cording to the Department of Commerce, the PNGV "aims to strengthen America's 
competitiveness by developing technologies for a new generation of vehicles." The 
program was announced on September 29, 1993 by President Clinton, Vice Presi- 
dent Gore and the CEOs of the domestic auto makers. 

PNGV’s main long term goal is to develop a "Supercar," which is described as "an 
environmentally friendly car with up to triple the fuel efficiency of today's midsize 
cars— without sacrificing affordability, performance, or safety." This could also be 
described as an effort to coordinate the transfer of property rights for federally fund- 
ed research and development to the automotive industry. The agencies involved in- 
clude NIST, DOD (US Army Tank Automotive Research, Development, and Engi- 
neering Center and the Advanced Research Projects Agency), DOE (various national 
laboratories), DOT (NFITSA, the Research and Special Projects Administration, FFIA 
and Federal Transit Administration), EPA (theNational Vehicleand Fuel Emissions 
Laboratory), NASA and NSF. 

It is hard to imagine an industry less in need of government support for research 
than the highly capitalized auto industry, which is reporting record profits year 
after year. The government is supporting research that the industry would or should 
do on its own in response to market demands, or could easily be required to do in 
order to meet tougher environmental standards. 

The program also poses the issue of the terms under which patents and other tax- 
payer-funded intellectual property are transferred to Ford, Chrysler, General Motors 
and other large firms. This poses the same problems of monopolistic or oligopolistic 
control over government-funded research as the biomedical research example, and, 
if any part of the program is deemed worthy of preservation, similar calls for rem- 
edies of nonexclusive licenses. The PNGV program is clouded by secrecy, with nego- 
tiations over these and other important issues undertaken in secret, with no public 
comment. 

The structure of the PNGV program creates special anti-competitive problems. 
The program gives participants an effective exemption from antitrust laws, even 
though competition in research and development is more likely to yield innovation 
than bureaucratized collaborative arrangements such as the PNGV initiative. 

Flistory provides a clear warning against such arrangements. In the 1960's, the 
J ustice Department filed suit against the automakers for product fixing— for refus- 
ing to introduce air quality enhancing technologies. It is instructive to review ex- 
cerpts from the complaint in the case. It alleged that the U.S. automakers and their 
trade association had conspired "(a) to eliminate all competition among themselves 
in the research, development, manufacture and installation of motor vehicle air pol- 
lution control equipment: and (b) to eliminate competition in the purchase of patents 
and patent rights from other parties covering motor vehicle air pollution control 
equipment." The auto companies subsequently signed a consent decree that stipu- 
lated they would not engage in collusive behavior among themselves and their trade 
association. The Reagan administration released the car makers from the consent 
decree: and now the Clinton administration, acting as if the collusive history never 
occurred and was not known, has waived antitrust laws and assisted the auto- 
makers in resuming noncompetitive research and development. 

Today, the PNGV initiative is serving as a smokescreen behind which the auto- 
makers hide to protect themselves from more stringent air quality standards. (Exac- 
erbating the problem, the Green Scissors Coalition points out, is the fact that the 



177 


Department of Energy's expenditures on diesel vehicles directs funding into a highly 
polluting technology.) Deployment of existing technologies could dramatically en- 
hance auto fuel efficiency and reduce greenhouse gas emissions, but the automakers 
choose not to make these technologies widely available. Notably, thePNGV pregram 
itself does not require the deployment in mass production of the technologies it 
seeks to develop. The leading innovators in fuel efficiency have been Toyota and 
Honda, which notably do not participate in the PNGV program. Progress from the 
PNGV participants only seems to come in response to new announcements from 
nonparticipants— again illustrating the importance of competition. 

Why should the government waive antitrust laws and pay the highly profitable 
auto industry to collude on research that it could and should undertake on its own? 
What is the rationale for failing to extract guarantees that newly developed tech- 
nologies will be deployed? Where are the procedural mechanisms to allow citizens 
to challenge this government-authorized and -funded corporate-welfare collusion? 
What are the paybacks to taxpayers for this program? Six years have gone into the 
program, and there is nothing to show for such taxpayer largesse. 

Solutions 

The PNGV is not the only example of a Federal research program that should be 
eliminated. Research and development programs in areas like fossil fuel (among 
them the clean coal technology program, and the Department of Energy's coal and 
petroleum R&D programs) and nuclear power (the Nuclear Energy Research Initia- 
tive) invest funds in support of highly capitalized industries to promote undesirable 
nonrenewable technologies. Such programs are not defensible. 

More interesting questions arise in areas where the government is legitimately in- 
volved in the research and development sphere, such as in biomedical research. 
There are several potential ways to resolve the giveaway problem embedded in cur- 
rent policy. 

One is to revitalize the Rickover proposal of immediate nonexclusive licensing, fol- 
lowed by the possibility of exclusive licensing if no party accepts a nonexclusive li- 
cense. This arrangement would guarantee competition and keep prices down. If ex- 
clusive licensing proves necessary, in a Rickover-style scheme or otherwise, the li- 
cense should be granted on the basis of an auction. The auction should consider fac- 
tors such as: the strongest guarantees of low price marketing of the final product, 
buyer commitment to invest profits in research and development, and royalties to 
the government. The weight attached to these factors should perhaps vary according 
to the type of invention. For example, in the case of pharmaceuticals, reasonable 
pricing should take priority over royalty returns to the government. 

Federal agencies should be able to adopt these policies on their own, but the re- 
cent history of cozy relationships between manufacturers, universities and Federal 
laboratories has led Federal agencies and universities alike to cut sweetheart deals 
that boost corporate profits while punishing consumers and failing to recoup govern- 
ment investments. Congressional action is needed, and citizens should be guaran- 
teed procedural opportunities to challenge sweetheart arrangements that do not 
comport with statutory requirements. 


Bailouts 

The modern corporate bailout period began with the 1974 Lockheed bailout, esca- 
lated with the 1979 Chrysler bailout and soared with the gigantic savings-and-loan 
bailouts of the late 1980's and early 1990's. 

These bailouts, of course, are generally doled out to large corporations and indus- 
tries. When a family-owned restaurant fails, no government intervenes to stop it 
from going belly up. If a small factory can't pay its bills, it goes out of business. 
The bailout, a premier form of corporate welfare, is typically yet another market dis- 
tortion against the interests of small and medium-sized businesses. 

Bailouts are different from other corporate welfare categories in that they are ad 
hoc and unplanned. There is no ongoing government bailout program to be cancelled 
or reformed. 

But there are lessons to draw from recent bailout experience that should inform 
Congressional action now and in the future. 

First is the issue of payback. In the case of the Chrysler bailout, the Federal Gov- 
ernment received warrants and ultimately earned a profit on its loans. In the case 
of the S&Ls, a special levy was assessed against the industry to pay some of the 
costs— although the overwhelming majority of the cost was borne by the taxpayers. 
If Congress determines in any particular case that a company or industry bailout 
is necessary, it should prioritize the issue of payback— assuring that, after the com- 
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pany or industry is nursed back to health, our government is paid in full, or as close 
to full as possible. 

Second, monetary payback is not enough. Remember, by definition in a bailout 
context, the government is stepping in because private financial markets are not 
willing to invest in or make loans to the troubled corporate entity or entities. That 
is why the government is stepping in. And especially because the government is 
doing more than making a market-justified loan, it has a right to make additional 
nonmonetary demands, particularly demands designed to prevent the need for fu- 
ture bailouts. 

I n the case of the S&L bailout, consumer groups repeatedly urged Congress to re- 
quire depository institutions, as a condition of the bailout, to carry notices in their 
monthly balance statements. These notices would have invited consumers to join 
democratically run, nonprofit, nonpartisan consumer groups that would advocate for 
their interests and provide an institutionalized scrutiny of S&Ls, banks and other 
depository institutions. These organizations would have been privately funded, vol- 
untary and statewide. They would have operated at no cost to the taxpayer or to 
corporations, because their mail inserts (paid for by the consumer group) would 
have used the "extra" portion of the billing envelope, adding no postage costs to the 
SSiLs. These financial consumer groups would have functioned as an institutional- 
ized early warning system, ringing alarm bells over emerging problems before they 
reached crisis phase. They remain a vital proposal for depository institutions, as 
does the proposal more generally for other industries and companies. At minimum, 
some variant of this proposal should be attached to every bailout, and where appli- 
cable, as in the case of the digital TV spectrum, to giveaways also. 

Third, the S&L crisis was triggered in large part by industry deregulation, specifi- 
cally the Reagan administration's decision to permit S&Ls to raise interest rates 
and to leave their area of competence (lending for housing) and venture into other 
uncharted, riskier waters. And it was caused, to some considerable extent, by S&L 
criminal activity. This experience should be an important cautionary note for cor- 
porate welfare opponents: deregulation, underregulation and nonregulation pave the 
way for bailouts, especially in the financial sector. Thus Congressional corporate 
welfare opponents should be looking very carefully, for example, at the nonregulated 
world of hedge funds, and not be satisfied with Treasury-proposed disclosure regula- 
tions. The perceived need for Federal Reserve intervention in the case of Long-Term 
Capital Management, and the possibility that losses to the firm could have been 
much more severe, highlights the potentially serious bailout possibilities that might 
be faced in the near future, absent newly imposed regulations. 

Finally, the danger of creating too-big-to-fail institutions should make corporate 
welfare opponents advocates of strong antitrust policy (and a significantly enlarged 
budget for antitrust enforcement agencies), and supporters of existing restraints on 
the concentration of economic power. Thus, corporate welfare opponents should be 
leading opponents of FIR 10, that would erase the line, established by the Glass- 
Steagall Act and the Bank Flolding Company Act, which prevents common owner- 
ship of banks, insurance companies and securities firms. If FIR 10 or some variant 
is enacted, the subsequent mergers in the financial industry will exacerbate the too- 
big-to-fail syndrome. The concern would be that permitting, say, an insurance com- 
pany to fail would endanger the health of its conglomerate parent, which would in 
turn threaten a crisis of the entire financial sector, including taxpayer-insured 
banks. FIR 10 would also function to effectively extend the Federal safety net to 
nonbank affiliates of federally insured banks. If a bank with a failing insurance af- 
filiate makes bad loans in order bail out the insurance company, and then itself 
faces financial trouble as a result. Federal deposit insurance will be there to back 
up the bank. 

That insurance comes cheap. In 1995, the Federal Deposit I nsurance Corporation 
(FDIC) stopped collecting deposit insurance premiums from banks. Today, all banks, 
except for a handful of the most risk-prone, receive free insurance from the Federal 
Government. As a result, the bank insurance fund at FDIC has only about $32 bil- 
lion on hand to cover all contingencies for 8,983 commercial banks with nearly $3 
trillion of deposits. And should FDIC come up short when banks fail in an economic 
downturn, it can turn to the U.S. treasury. In 1991, with the bank insurance fund 
in the red. Congress voted to establish a $30 billion contingency fund at the Treas- 
ury Department to be used in the event that FDIC ran out of deposit insurance 
money. 

An additional, urgent note on the S&L looters: they're back. A Federal judge in 
California has ruled that Congress broke the government's contract with Glendale 
Federal Bank when capital based on goodwill was outlawed in the 1989 savings and 
loan reform legislation. The court awarded the corporations $908.9 million. There 
are some 125 suits pending with claims similar to those of Glendale. If the Glendale 
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case is a precedent, the government could lose another $30 billion on top of the 
nearly $500 billion in principal and interest that has already been obligated in the 
S&L bailout, with some of the new corporate welfare benefits conferred, as the New 
York Times has pointed out, on some of the more notorious figures in the savings 
and loan debacle, including some who are serving prison terms. The 1989 reform 
legislation properly insisted that failed institutions be closed and that remaining 
S&Ls have adequate capital— actual capital, not the fake capital represented by 
something as vague as goodwill (albeit the ethereal capital which the bank regu- 
lators had agreed to recognize). 

The Glendale case presents two problems. One is how vigorously the Clinton ad- 
ministration J ustice Department is contesting the Glendale line of cases. This ques- 
tion is a matter for Congressional investigation, and I have asked Banking Com- 
mittee Chairman Leach to hold hearings on this and related issues. The second 
issue is how the Glendale claims will be paid, if in fact courts hold that they must 
be. The New York Times reports that a provision was inserted into last fall's omni- 
bus appropriations bill— without hearings or open debate, in yet another example 
of how corporate welfare giveaways are bound up with anti -democratic procedures— 
that was designed to allay fears of lobbyists that the Treasury Department might 
refuse to pay or that the industry might end up being saddled with the costs 
through a special assessment. This provision must be repealed, and it should be 
promptly replaced with legislation that assesses the special fee the industry op- 
poses. The 1989 reform effort, including the implementation of strict capital rules 
and the elimination of worthless imitation capital like goodwill restored confidence 
in the savings and loan industry, and this has been a sizeable government benefit, 
courtesy of the taxpayers, to the entire financial industry and its shareholders, and 
particularly to the thrift sector. It would be wrong for the taxpayers, who have 
borne the brunt of the savings and loan bailout, to now be required to pay the judg- 
ments of these goodwill suits. 

A final note on bailouts: The normal course for a company that cannot pay its 
bills is not to turn to the government, but to enter into Chapter 11, temporary bank- 
ruptcy. Since the 1979 reforms to the bankruptcy laws, large corporations have in- 
creasingly used bankruptcy as a refuge from large civil liability claims. A.H . Robins, 
J ohns Manville, Union Carbide and Dow Corning are among the companies which 
have followed this route, and Big Tobacco has waved the threat of bankruptcy to 
strengthen its bargaining position in lawsuits and in the legislative process. These 
companies have manipulated the bankruptcy code to force victims of dangerous 
products or dangerous production processes to absorb some substantial portion of 
the costs of their injuries and to separate future income streams from liability. This 
manipulation is particularly outrageous because it involves not financial creditors 
who misassessed the viability of a bankrupt company's operation, but innocent vic- 
tims of corporate violence. There is, in the process, no government transfer to pri- 
vate corporations, but it is the law which permits these companies to victimize con- 
sumers twice, first by injuring them and secondly by denying them adequate com- 
pensation through the bankruptcy ploy. As this Congress debates bankruptcy law 
revisions to crack down on the largely illusory problem of citizens abusing the bank- 
ruptcy process, it should instead direct its attention to corporate bankruptcy abuse, 
and reform the bankruptcy laws to eliminate this callous form of corporate welfare. 
The recent U.S. Supreme Court decision in Fibreboard should work to diminish cor- 
porations' ability to abuse bankruptcy procedures, but legislative revisions are need- 
ed as wel I . 


Corporate Tax Expenditures 

Federal corporate tax expenditures— special exclusions, exemptions, deductions, 
credits, deferrals or tax rates— totaled more than $76 billion in fiscal year 1999, ac- 
cording to conservative estimates by the Office of Management and Budget. For the 
5-year period 2000-2004, the government will spend more than $394 billion on cor- 
porate tax subsidies. 

The notion of tax "expenditure" expresses the idea that revenue losses due to pref- 
erential tax provisions such as special exclusions, exemptions, deductions, credits, 
deferrals or tax rates have the same budgetary implication as a giveaway of govern- 
ment resources. When the government does not collect certain taxes due to tax ex- 
penditures, it is spending money. And when the government fails to collect taxes 
from corporations due to various legal preferences, it is subsidizing those companies 
as surely as if it were making direct payments to them. The issue here is not tax 
rates, but tax preferences for particular categories of corporations or corporate be- 
havior. 



180 


The crusade against corporate welfare cannot exclude corporate tax expenditures 
any more than it can excl ude di rect government subsidies to corporations. 

The special insidiousness of corporate tax expenditures is that they are hidden 
subsidies. They do not appear as budget expenditures, and because they represent 
money not collected (rather than payments doled out) they do not generate even the 
felt-outrage of off-budget giveaways. Generally, once they have been included in the 
Internal Revenue Code, corporate tax expenditures remain on the books unless Con- 
gress affirmatively acts to remove them. This situation contrasts to on-budget pro- 
grams, which require continuing Congressional approval and authorizations to con- 
tinue, and therefore are automatically subject to ongoing Congressional review, if 
not action. 

The 1974 Budget Act requires that a list of tax expenditures, corporate and indi- 
vidual, be included in the budget. This budgetary requirement at least makes it pos- 
sible to identify the cost of most corporate tax expenditures, and it is a model for 
what should be done in other corporate welfare areas, a point to which I return 
later. 

Many of the corporate tax breaks merit special attention because they actually en- 
courage undesirable activity, including environmentally destructive activity. The oil 
and gas industry, for example, wins major subsidies through the tax code. When the 
need to encourage a transition to renewable fuels is clear, why does the Internal 
Revenue Code encourage more aggressive oil drilling, with its associated environ- 
mental harms, than even market demand would induce? What rationale is therefor 
artificially biasing the market against conservation and efficiency? Tax escapes and 
credits to the oil and gas industry take more than $500 million from taxpayers an- 
nually. 

Similarly, several tax rules encourage wanton mining, beyond that which is justi- 
fied even on market terms, by providing tax incentives for mining operations. The 
effect is to bias the market against recycling interests. The percentage depletion al- 
lowance for mining allows mining companies to deduct a certain percentage from 
their gross income that exceed the actual loss of value. (These vary by mineral, with 
sulphur, uranium and lead given the high percentage of 22 percent.) Rules that 
allow immediate expensing of exploration and development, rather than a write-off 
as mines are depleted, plus other mining tax escapes, cost the Treasury an esti- 
mated $300 million a year. 

The origin of many of the corporate tax loopholes is the stuff of Washington leg- 
end. It represents one of the worst distortions of our political democracy. Well- 
heeled lobbyists, who spin through the revolving door between government and K 
Street and represent high-donor corporate interests, facilitate backroom deals that 
save their clients millions (or billions). The taxpayers, of course, lose commensurate 
amounts. 

To take one recent egregious example, a conference committee, reportedly acting 
in response to instructions from then-Speaker Newt Gingrich and Senate Majority 
Leader Trent Lott, inserted a tax break— not included in the previous House or Sen- 
ate versions— in the 1997 tax bill that provided special benefits for Amway Corpora- 
tion and a few others. The tax break came a few months after Amway founder Rich- 
ard De Vos and his wife Helen De Vos each gave half million dollar soft money con- 
tributions to the Republican National Committee. The revision to Internal Revenue 
Code Section 1123 applies to two Amway affiliates and four other companies, and 
will cost taxpayers $19 million over 10 years, according to the J oint Committee on 
Taxation. 

Because the Section 1123 revision was so narrowly targeted, it is possible to infer 
the strong likelihood of the cause-and-effect relationship between the contributions 
and the tax benefit. It is also possible to directly identify one of the main bene- 
ficiaries. 

The Amway case is typical in the shady fashion in which it transpired. It is some- 
what unusual to be able to identify key beneficiaries. 

This example highlights why, as important as the reporting requirement of the 
1974 Budget Act is, much more disclosure is required in the area of corporate tax 
expenditures. 

One critical issue is: which companies are benefiting from corporate tax expendi- 
tures? 0MB should be required to compile a list of the top 50 beneficiaries of each 
corporate tax expenditure. 

A second critical issue involves the intended effect of each tax expenditure. Aside 
from serving as payoffs to politically well-connected companies, tax expenditures are 
designed to encouraged specific kinds of behavior. Do they do so? For example, the 
Work Opportunity Tax Credit is designed to encourage firms to hire certain groups 
of people (such as recent welfare or food stamp recipients) for low-skilled jobs. The 
FY 1999 cost of this corporate tax expenditure is $285 million. But it may be that 
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the tax credit also provides an incentive for churning of these employees, so that 
employers can repeatedly recoup the tax incentive. (Employers can claim a credit 
of up to $2,400 for the first $6,000 of a workers earnings; workers must be employed 
for at least 400 hours for the credit to be claimed.) The tax credit may also provide 
an incentive for employers to replace existing employees with new employees from 
the targeted groups. Determining whether or not these unintended and undesirable 
outcomes occur r^uires more data gathering and close Congressional scrutiny. And 
because of the nature of tax expenditures— they are effectively "administered" by 
the IRS rather than agencies with expertise in the relevant field-scrutiny will come 
from Congress, or not at all. 

One way to facilitate that scrutiny is to have sunset provisions for corporate tax 
expenditures (as for other corporate welfare programs), which would require Con- 
gressional renewal of tax breaks. The Work Opportunity Tax Credit is indeed sched- 
uled to be phased out by 2004, but an unproven tax expenditure of this sort should 
have a shorter first life, say 2 years. At the least, a short initial period for tax ex- 
penditures would allow testing and review of whether they achieved their desired 
effects, and whether they had any harmful consequences. Generally, and without re- 
gard to the Work Opportunity Tax Credit, such a standard seems particularly ap- 
propriate given the harsh time limitations applied to welfare for poor people in the 
1996 "welfare reforms.'a 

Another area deserving of immediate and priority Congressional investigation is 
the apparent underpayment of Federal income tax by foreign corporations. A recent 
GAO report concluded that foreign-control led corporations doing business in the 
United States pay approximately half the taxes that U.S. companies pay. The report 
found that the approximately 15,000 large U.S. companies paid an average of $8.1 
million in Federal income taxes in 1995. The approximately 2,700 large foreign-con- 
trolled in the United States paid an average of $4.2 million in 1995. Foreign-con- 
trolled companies paid taxes as a percentage of sales at just over half the rate of 
U.S. companies. Senator Byron Dorgan and Citizens for Tax J ustice attribute the 
differential payments in large part to manipulative transfer pricing by foreign mul- 
tinationals— this practice of dubious legality involves paying too little or charging 
too much in paper transactions between U.S. and foreign affiliates, so that the in- 
come of the U.S. affiliate is artificially lowered. Citizens for Tax J ustice points out 
that the growing number of foreign corporate takeovers of U.S. companies 
(Daimler's purchase of Chrysler, Deutche Bank's takeover of Bankers Trust and 
BP'S buyout of Amoco and possibly Arco prominent among them) may accentuate 
the tax avoidance problem. If a legal form of tax avoidance, transfer pricing con- 
stitutes a form of corporate welfare. If an illegal tax evasion, then it constitutes a 
form of corporate wrongdoing outside of the welfare arena, still in need of elimi- 
nation. 

A second, growing source of multinational tax avoidance, according to Citizens for 
TaxJ ustice, involves financial transactions. In one, newly invented shell game, com- 
panies pay interest to nontaxable offshore subsidiaries and deduct the interest pay- 
ments against their worldwide taxable income. But they claim an exemption from 
U.S. anti-tax haven laws by contending that, for U.S. tax purposes, the interest 
earned by the offshore subsidiaries does not exist. The Treasury Department has 
tried to clamp down on this tax-avoidance scheme, but has been blocked by Con- 
gress. 

Because so many corporate tax expenditures have been identified in official ad- 
ministration and congressional publications, this is a large area in which it would 
be easy for Congress to act to eliminate a huge category of corporate welfare in one 
fell swoop. Congress should take prompt action in this regard. But because it is al- 
most inevitable that corporate tax expenditures would return to the Code, it is vital 
also that Congress enact procedural reforms to control future corporate tax expendi- 
tures, with reporting of top beneficiaries and sunset provisions atop the list. 

Insurance Schemes, Formal and De Facto 

One of the overriding trends in corporate welfare in recent decades has been the 
socialization of risk. In making risky i nvestments— some socially desirable, some 
not— and sometimes undertaking reckless activities, investors are attracted to the 
prospect of high returns on investment. But corporations are increasingly brazen 
about foisting the risk of failure— the very reason for high returns— on taxpayers 
and consumers. 

The drive to socialize risk while privatizing profit is evident in the corporate drive 
for tort deform, the tobacco companies' effort in recent years to limit their civil li- 
ability, and in the vital importance that business attaches to government insurance 
schemes, formal and de facto. Among these are: the International Monetary Fund, 
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the Exchange Stabilization Fund (ESF) and the insurance scheme of the Price An- 
derson Act. 

Given the existence of a thriving private insurance market, there should be some 
skepticism attached to claims of necessity of any public insurance scheme. Cer- 
tainly, there are cases where public insurance pr^rams, voluntary or involuntary, 
may be merited. Where there is a public interest in guaranteeing industry survival 
and stability, for example, public insurance schemes may be sound public policy, es- 
pecially where there is a likelihood of government bailout in the event of major in- 
dustry liability or failure. But even in these cases, there should be a strong pre- 
sumption of full-cost recovery and the imposition of reciprocal obligations from the 
insured, upon whom significant benefits (eg., public confidence) are conferred by 
public insurance. 

Where there is a viable alternative private market, and no clear public interest 
in industry protection, hard questions should be asked about the appropriateness of 
public insurance: What is the need for a public insurance alternative in such situa- 
tions? Does the government do more than provide a subsidized service? Does the 
government serve as an insurer of last resort— and if so, is this a beneficial public 
policy or one that merely provides an additional welfare support to other insurers? 
What public interest is served by government involvement in this area of insurance 
provision? Does it encourage imprudent investments and actions? Why should the 
government charge less than market rates for the insurance it provides? Is it a lead 
in to later government bailouts, as has been the case with banks? 

The IMF and the ESF 

The IMF is an international financial agency, located in Washington, DC, that 
helps debtor countries overcome balance of payments deficits. It makes loans to 
countries, conditioned on those countries adopting a policy package known as "struc- 
tural adjustment." In recent years, the IMF has expanded its traditional function 
to function as a de facto insurer of the global financial system, making massive 
loans to countries that suffer from sudden withdrawals of international capital. 

The Exchange Stabilization Fund is an off-budget account controlled by the Sec- 
retary of T reasury. Congress established it to enable the Secretary to defend the dol- 
lar in the event it lost an excessive amount of its value relative to other leading 
currencies. In recent years, the Secretary has made very large draws on the ESF 
to fund U.S. participation in bailouts of countries that are suffering from financial 
meltdowns. 

The vast shifts in international financial capital which have characterized the 
global financial markets in the last decade have resulted in episodic crises when 
currency traders, operating in herd-like fashion, suddenly act to pull money out of 
an economy. These are typically national economies in which there has been a re- 
cent, prior infusion of foreign capital in a speculative frenzy. In the last 5 years, 
the most severe of these crises have occurred in Mexico, South Korea, Thailand, In- 
donesia and Russia. 

In simple terms, the selloff of a country's currency forces its devaluation, making 
it relatively more expensive to pay debts owed in foreign currencies, and leaving the 
country with massive debt payment obligations that it is unable to meet. 

When individuals are unable to pay their debts, of course, typically the debtor and 
the creditor share the pain. Through bankruptcy or otherwise, a process of work- 
out occurs, with the creditors receiving less than full repayment. This equitably dis- 
tributes responsibility for overborrowing to the debtor and to the creditor for impru- 
dent lending. 

No such thing happens in international financial markets. When countries are 
suddenly unable to meet their payment obligations, the IMF rushes in. It provides 
money to the borrower, often in packages which include large contributions from the 
ESF. This money is used to repay creditors, letting them off the hook. The pain is 
borne exclusively by the borrowing country, which must accept recessionary aus- 
terity conditions (including tax increases, harsh budget cuts and government layoffs) 
from the IMF as a condition for the bailout of its private creditors. 

Of course, the story varies from bailout to bailout, but this is the essential proc- 
ess. 

In 1995, the Clinton administration orchestrated a nearly $50 billion bailout of 
the Wall Street interests which stood to lose billions with the Mexican peso devalu- 
ation. The centerpiece of the bailout was $20 billion in currency swaps, loans and 
loan guarantees from the ESF. The IMF (in which the U.S. maintains an 18 percent 
share) contributed almost $18 billion to the bailout. Not all of the $50 billion was 
used, and what was used was paid back, but that does not affect the character of 
the administration's action as providing after-the-fact insurance. 
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The peso devaluation was necessitated by Mexico's chronic balance of payments 
deficit, but the severity of the devaluation and subsequent crisis stemmed from the 
Mexican government's long maintenance of an overvalued peso. Fully aware of the 
peso's overvaluation, foreign lenders and short-term investors continued to flock to 
the Mexican market because of its high, 18 percent interest rates. When the inevi- 
table devaluation occurred, investors pulled out en masse. Rather than letting Wall 
Street accept responsibility for irresponsible lending, the Clinton administration, 
with the help of the IMF, orchestrated the bailout. 

This massive commitment of taxpayer funds, it should be noted, came without 
Congressional approval. Instead, to forestall Congressional objections, the adminis- 
tration sought and received the acquiescence of then-Speaker Newt Gingrich and 
then-Majority Leader Dole. 

The Mexico crisis repeated itself in Asia in 1997. Foreign investors and lenders 
poured money into the Asian tigers to take advantage of very high interest rates 
and returns, and then withdrew in herdlike fashion when the bubble burst. With 
South Korea, Thailand, the Philippines, Malaysia and Indonesia unable to pay back 
foreign loans (which suddenly appeared more expensive following devaluation), the 
IMF took the lead role in organizing bailouts of creditors and investors. 

IMF loans injected money into the Asian economies to enable them to pay back 
their foreign debts. The amounts at stake were not insignificant: 

U.S. banks' exposure in South Korea was estimated to total more than $10 billion. 
BankAmerica alone reportedly had more than $3 billion in outstanding loans to 
South Korean firms, and Citicorp more than $2 billion. The other major U.S. banks 
with outstanding loans to South Korea included J .P. Morgan, Bankers Trust, the 
Bank of New York and Chase Manhattan. Instead of eating their losses, the banks 
which made bad loans in South Korea and elsewhere in Asia received the money 
owed them, in some cases over modestly extended repayment periods. 

The IMF/ESF money goes in and goes out. The banks get their money, the coun- 
tries contract new debts to the IMF and get stuck with the IMF austerity demands. 
These recessionary structural adjustment demands have had tragic consequences 
throughout Asia. In South Korea, the unemployment rate has skyrocketed from 
under 3 percent to approaching 10 percent. In Indonesia, economic contraction has 
eradicated the income growth of the last three decades, with poverty rates soaring 
from 11 to 40 percent. 

There is still more. Among the conditions imposed by the IMF and Rubin on the 
Asian countries are requirements that they open up their economies further to for- 
eign investors. (These demands relate to foreign "direct investment" in factories, ag- 
riculture and service operations ranging from tourism to banks, not just "portfolio" 
investment in stocks, bonds and currency.) Treasury Secretary Robert Rubin specifi- 
cally and successfully pressured South Korea to open up its financial sector. 

As a result, the very U.S. banks which contributed to South Korea's crisis and 
received a U.S. taxpayer bailout now stand to buy up lucrative sectors of the South 
Korean economy. Similar demands have successfully been made in other troubled 
Asian countries. 

Flistory repeated itself a few months later, this time as farce, in Russia. Despite 
a widespread understanding that Russia had fallen into the grips of an unmitigated 
criminal capitalism, foreign capital poured into the country, at some points seeking 
to take advantage of interest rates that hit 100 percent. No one could have doubted 
the risk of lending to Russia. But when the inevitable collapse came, the IMF- 
prodded by the Clinton administration— was there with a bailout package. In J uly, 
the IMF signed off on a $22 billion bailout. The IMF released $4 billion dollars into 
the country immediately. That money went to pay back domestic and foreign credi- 
tors: with the rest apparently stolen. It served absolutely no purpose but to sub- 
sidize the wealthy in and outside of Russia, all of whom had gambled with their 
investments in an effort to take advantage of the extraordinary interest offered. In 
August, Russian defaulted on its loans, and the IMF suspended the bailout. 

Not only is the double subsidy to the Big Banks unjust, it helps perpetuate the 
very problem it is designed to remedy. When the IMF and the Treasury Department 
bail out the banks— in effect providing free insurance— it sends a message: "Don't 
worry about the downside of your international loans. As long as enough banks get 
in too deep, we'll rescue you at the end of the day." That encourages more reckless 
bank lending, since the banks can earn high interest on high risk loans without 
having to absorb losses. While consumers don't benefit from the higher bank profits, 
they frequently find themselves hit with higher charges when banks suffer losses 
from reckless lending that are not fully bailed out. 

IMF policy, and even U.S. administration policy at and to the Fund, is virtually 
immune to Congressional influence. With strong prodding from the Treasury De- 
partment, the IMF has appropriated for itself the role of a public, no-charge insurer 
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of international currency markets. At the same time, a power grab by theTreasury 
Department has converted the ESF into a similar no-charge insurer for Wall Street, 
with ESF monies used for bailout purposes that exceed its legislated purpose. 

These are the regulators of the global financial system, operating without account- 
ability, bailing out financial interests, wreaking havoc on the economies of much of 
the world's population. Where is the "market discipline" that the IMF so desires to 
see enforced against poor countries? If investors and lenders make high-return in- 
vestments knowing the high interest rates represent a risk premium, when the risk 
is realized, why should they then be able to collect on their investments, care of the 
IMF and ESF? 

Working out a sensible system of international financial regulation, which avoids 
Wall Street bailouts and the unfairly punishing of debtor countries is a complicated 
matter. It is clear, however, that the IMF and the ESF have to be reined in. Indeed, 
even the Wall Street] ournal and Wall Street conservatives such as George Schultz, 
William Simon and Walter Wriston have suggested the IMF’s powers should be re- 
stricted or the Fund abolished altogether. 

That should mean, first, ensuring that the IMF receives no new funding. Flaving 
received $90 billion from all nations last year ($18 billion from the United States), 
the Fund is now seeking funding for its Extended Structural Adjustment Facility 
(ESAF) and other initiatives, either through an appropriation or through Congres- 
sional authorization of IMF gold sales. Congress should deny this funding, instead 
insisting that IMF gold sales be used only to provide immediate and direct debt can- 
cellation for poor countries. This will provide real relief for poor countries, rather 
than expand the I M F 's power. 

Second, Congressional authorization should be required for ESF expenditures of 
larger than $100 million. Representative Bernard Sanders has introduced legislation 
to require a Congressional vote prior to ESF expenditures over a specified amount. 

Nuclear Insurance: The Price-Anderson Act 

The nuclear industry may be the most subsidized in U.S. history. It is completely 
a product of U.S. government research and development. Flaving emerged from mas- 
sive government investments, the nuclear industry has never cut its umbilical cord 
tie to the government. 

One critical, ongoing support for the industry is the Price-Anderson Indemnity 
Act, which limits the liability of the nuclear industry (both plant operators, and sup- 
pliers and vendors) in the event of a major nuclear accident. Under Price-Anderson, 
each utility is required to maintain $200 million in liability insurance per reactor. 
If claims following an accident exceed that amount, all other nuclear operators are 
required to pay up to $83.9 million for each reactor they operate. Under the terms 
of Price-Anderson, neither the owner of a unit which has a major accident nor the 
entire utility can be held liable for more than these sums. As of August 1998, this 
system capped insurance coverage for any accident at $9.43 billion. 

When the Price-Anderson Act was adopted in 1957, at the dawn of the commercial 
nuclear industry, "the Act was intended to overcome reluctance to participate [in the 
transition to private nuclear industry] by the nascent industry worried by the possi- 
bility of catastrophic, uninsured claims resulting from a large nuclear accident." 
Leaving aside for the moment the ecological and economic risks which should dis- 
qualify continuation of, let alone support for, the nuclear industry, assume that such 
a rationale was defensible at the time, as the government tried to promote develop- 
ment of an energy source which many believed would be safe, cheap and abundant. 

But watch how the rationalization perpetuates itself. "By 1965," the NRC reports, 
"when the first 10-year extension of the Act was being considered, a handful of nu- 
clear power reactors was coming into operation, and the nuclear industry considered 
itself on the verge of expanding into large-scale nuclear power generation. Thus, the 
need for continued operation of the Price-Anderson system for the forthcoming 10 
years was believed to be critical for the unrestricted development of nuclear power." 

A decade later, when another extension of the Act was being considered, the in- 
dustry was more buoyantly optimistic than it ever had been or would be again. 
"With dozens of plants in operation or under construction and with hundreds more 
being contemplated to be in operation by the end of the century," the industry urged 
that the Act be extended rapidly so that "any uncertainty about extension would not 
disrupt nuclear power development," says the NRC. 

Now the industry is in decline. There have been no new orders for nuclear plants 
for the past 25 years, and aging plants are beginning to be shuttered. The original 
rationale for the Act is no longer plausible. But nothing has changed with respect 
to Price Anderson. Indeed, the NRC argues, "Given industry perception of the con- 
tinuing need for Price-Anderson, and in view of the lack of new orders in plants. 
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the situation is in some respects simiiar to what it was when Congress saw the need 
for enactment of the originai Price-Anderson Act." 

(In one way, things are worse than they were in 1957: with nudear piants dosing 
due to aging, safety concerns, inefficiency and iicense expiration, the Price-Anderson 
iiabiiity cap wiii progressiveiy deciine in future years. If the upper end of nuclear 
plant closing projections occurs, available insurance funds could shrink to $4.5 bil- 
lion in 2013. ) 

The industry has gone through a full life cycle, but somehow it never outgrew the 
need for a Federal insurance scheme and liability cap. The result has been a mas- 
sive subsidy to nuclear power companies. Using the NRC's conservative numbers for 
the upper limit on a worst-case scenario accident and on the probability of such an 
accident occurring. Professors J effrey Dubin and Geoffrey Rothwell estimated the 
cumulative Price-Anderson subsidy to the nuclear industry through 1988 to be $111 
billion in 1985 ddlars. This estimate is based on NRC data on the cost of worst- 
case accidents— data which is conservative because it does not include health effects. 

If, again, we leave aside the demerits of nuclear power, there could be justification 
for a Federal scheme to promote risk sharing in a context which poses a (hypo- 
thetically) very small chance of an extremely large loss. (It should be emphasized, 
however, that this is exactly the situation for which the private insurance and rein- 
surance markets are designed.) But there is no justification for combining such a 
scheme with an overall liability cap. 

The $9.4 billion liability is nowhere near sufficient to pay for the human health 
and property damages that could result from a nuclear meltdown. Nuclear Regu- 
latory Commission studies have estimated costs in a worst-case scenario at more 
than $300 billion for a single catastrophe. 

The nuclear industry's real insurance program is not the $9.4 billion scheme of 
Price-Anderson, but the free insurance provided by the public. I n the event of a cat- 
astrophic accident, after the $9.4 billion was spent, it is the Federal Government 
that would inevitably cover the costs— with some costs probably absorbed by victims 
who have their injuries compounded by inadequate compensation. 

Price-Anderson is a textbook example of the hybrid insurance-liability cap pro- 
gram that should be prohibited per se. 

"Many nuclear suppliers express the view that without Price-Anderson coverage, 
they would not participate in the nuclear industry," reports the NRC. If an industry 
which has benefited from massive government research and development and other 
subsidies for more than four decades, and which creates staggering, environmentally 
dangerous waste disposal problems and poses enormous risks to human health, can- 
not survive without government support, then it should not survive. The nuclear in- 
dustry cannot meet the market insurance test and, with substitute energy sources 
available, it is not needed. The Price Anderson Act expires in 2002. If it is not re- 
pealed before then, it should not be renewed. If nuclear facilities close as a result, 
well, occasionally at least, corporate America should be subjected to its widely tout- 
ed rigors of a free market. 

Government Sponsored Enterprises 

Government sponsored enterprises (GSEs) are stealth recipients of corporate wel- 
fare. Instead of cash or Federal tax subsidies, GSEs like Fannie Mae and Freddie 
Mac receive their government largesse in the less obvious form of credit enhance- 
ments. 

Thanks to their extensive links to the Federal Government, Fannie and Freddie 
borrow money in the markets at almost the same rate as the U.S. Treasury, some- 
thing that no competitor can come close to matching. 

Like other GSEs, much of the risk of these housing finance enterprises remains 
with the Federal Government whilethe profits flow to private shareholders. 

It is true that the secondary market operations of these GSEs provide an impor- 
tant service by improving access to mortgage credit by home buyers and stabilizing 
the mortgage market. The GSEs obtain funds from the bond markets and acquire 
mortgages from local lenders. The process ensures that home buyers can tap into 
the nation's savings pool for mortgage financing. 

Could these functions be carried out without government subsidy? Could private 
corporations— without links to the government and without corporate welfare— per- 
form the same functions? These are questions meriting close Congressional scrutiny. 

The key to Fannie and Freddie's phenomenal profits and soaring stock values is 
the financial market's perception that there is an implicit government guarantee be- 
hind the obligations of these corporations. 
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There are good reasons for the financial market's belief that the U.S. Treasury 
and the taxpayers would be the fall guys in the event of a default. Here are some 
of the GSEs links to the Federal Government: 

• Fannie and Freddie each have a contingency fund of $2.25 billion that can be 
drawn from the U . S. T reasury. 

• Their securities are government securities for the purposes of the Securities Ex- 
change Act of 1934. 

• Their securities serve as eligible collateral for Federal Reserve banks' discount 
loans. 

• The securities are exempt from registration under the Securities Act of 1933. 

• The Secretary of the Treasury approves the issues. 

• The Federal Reserve is the fiscal agent for the issues. 

• Their obligations are eligible for unlimited investments by national banks and 
state bank members of the Federal Reserve as well as by federally insured thrifts. 

Both Fannie and Freddie are exempt from local and state taxes— another benefit 
that clearly falls under the rubric of corporate welfare. (Even when the District of 
Columbia was struggling on the edge of bankruptcy, Fannie Mae refused to cough 
up a dollar in lieu of local income taxes) 

There are varying opinions about how much these links, and resulting savings on 
borrowings, mean to Fannie and Freddie. Fannie Mae Chairman and CEO Franklin 
Raines concedes there are "benefits" (he prefers the word "benefits" to "subsidies"), 
but does not assign a dollar figure to the government ties. 

However, the Congressional Budget Office (CBO) conducted an extensive study of 
Fannie and Freddie entitled "Assessing the Public Costs and Benefits of Fannie Mae 
and Freddie Mac." CBO estimated that the credit enhancement stemming from the 
government links was at least $6.5 billion in 1995. 

According to CBO, Fannie and Freddie pass only part of that subsidy on to home 
buyers— about $4.4 billion— with the remainder of the credit enhancement subsidy 
pocketed by private shareholders, the corporations' executives and lobbyists. In 
other words, for every $2 delivered to home buyers, Fannie and Freddie take $1 of 
the subsidy for themselves. 

CBO estimates that in 1995, about 40 percent of the of the earnings of Fannie 
and Freddie could be traced to the benefits of their government-sponsored status. 

These corporations have prospered under their GSE status and credit enhance- 
ment subsidies. Fannie Mae's stock appreciated 1,053 percent between 1989 and 
1998. Freddie's stock appreciation was even greater, 1,260 percent. Sixteen years 
ago, Fannie Mae had a market value of $500 million. Today, the corporation is 
worth $70 billion. 

In the process, Fannie and Freddie have become the dominant force in the hous- 
ing finance market. 

It is obvious that some of the subsidy derived from their GSE status is being used, 
not for home buyers, but to increase corporate power and control over all facets of 
the mortgage business. 

Will this growing duopoly enjoyed by Fannie and Freddie stifle competition by pri- 
vate companies— competition that might reduce costs and encourage innovation in 
a variety of mortgage products? 

Not only stockholders, but officials of Fannie Mae and Freddie Mac are enriched 
by the subsidy. 

In 1997, for example, J im J ohnson, Fannie Mae's chairman, received $5,441,232 
in salary, bonuses, stock options and other compensation. His predecessor walked 
away with a whopping severance package worth more than $20 million. Lawrence 
Small, President and CEO, received salary, bonuses and stock options of $2,948,751 
in 1997. J amie Gorelick, after leaving the J ustice Department as Deputy Attorney 
General in May 1997, was the recipient of $1,850,993 in salary, bonuses and stock 
options as Vice Chair of Fannie Mae during the last 8 months of the year. She had 
no previous experience in housing finance. 

The directors and officers of Fannie and F reddie have long enjcyed lucrative stock 
options. At the end of 1995, according to the CBO, executive officers and directors 
of Fannie Mae owned 1.6 million shares of the corporation. In Freddie Mac's case, 
CBO said executive officers and directors owned 695,000 shares of their corporation. 
In addition, the compensation agreements with officers of both corporations include 
generous options on hundreds of thousands of additional shares worth millions of 
dollars. 

All of the Government Sponsored Enterprises are huge issuers of debt. Fannie 
and Freddie along with two other GSEs— the Federal Home Loan Bank System and 
the Farm Credit System— issued $1.62 trillion of debt during the first quarter of 
this year. 
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The Federal Flome Loan Bank System has been under fire from the Treasury De- 
partment for its borrowing practices. The FFILB System has used its ability as a 
GSE to borrow cheaply and engage in arbitrage by making investments in non- 
housing related investments. 

But the champion of the arbitrage games among the GSEs has to be Farmer Mac, 
the newest addition to the rank of Government Sponsored Enterprises. The General 
Accounting Office reports that Farmer Mac holds $1.18 billion of investments unre- 
lated to its agricultural finance mission— or 61 percent of its assets. 

Flouse Banking Committee Chairman J im Leach calls it "unconscionable" for a 
government sponsored enterprise to have more than three-fifths of its assets in non- 
mission related activities. 

"When a governmental ly privileged institution, that is established to serve farm- 
ers, abuses its status by investing disproportionately in arbitraged financial invest- 
ments rather than agricultural loans, the Treasury and the Congress have an obli- 
gation to review its management practices," Mr. Leach says. 

Chairman Leach is right about Farmer Mac. But Farmer Mac is but one small 
corner of the GSE story, particularly compared to the mammoth operations like 
Fannie and Freddie. All of these GSEs enjoy a special status because of their links 
to the Federal Government— they all enjoy benefits because of the market's percep- 
tion that the L). S. Treasury and the taxpayers stand behind their obligations— a 
fail-safe status that leaves the Federal Government with the risk and the share- 
holders and the GSE executives with the profits. 

The Congress should undertake a top-to-bottom review of all the Government 
Sponsored Enterprises. Are these hybrid half government, half private entities need- 
ed to meet credit needs? Flow well do they meet their statutory missions in specific 
sectors? And how much of their operations are devoted, not to their missions, but 
to playing the market in outlandish and unneeded arbitrage games? Flow much of 
their subsidy is used to benefit consumers, and how much is siphoned into share- 
holder profits and bloated executive compensation arrangements? Are existing cap- 
ital standards adequate? 

Addressing these problems will require confronting the familiar issue of corporate 
welfare beneficiaries' political influence. Some of the GSE subsidies intended to 
lower costs for home buyers are being diverted to build political and lobbying power 
designed to make it difficult, if not impossible, for the Congress to provide (or for 
the public to demand) proper oversight or regulatory improvements which would 
protect the public, increase support for affordable housing or ensure open competi- 
tion in the mortgage market. 

A report by the Campaign Reform Project reveals that Fannie and Freddie were 
some of the largest political soft money donors— more than $900,000 in the 1997- 
1998 election cycle. This is in addition to contributions by key employees. 

Many of Washington's premier law firms show up on the GSEs' list of lobbyists 
along with former Members of Congress like Senator Steve Symms, Representative 
Vin Weber and Representative Tom Downey. The lobbying lists have included Ken 
Duberstein, former chief of staff to President Reagan, Nicholas Calio, President 
Bush's Congressional liaison and Michael Boland, former aide to Senate Majority 
Leader Trent Lott. 


State and Local Corporate Welfare 

State and local corporate welfare is a problem that involves local, county and 
state governments and government agencies, but it is a national problem, requiring 
debate, investigation and solutions at the national, as well as state and local, level. 

It is a national problem because it is predicated on large corporations pitting 
states against each other in bidding contests that are structurally biased in favor 
of Big Business. It is also a national problem, at least in part, by dint of the fact 
that it occurs in almost every state: an attached appendix highlights state and local 
corporate welfare abuses in state after state. 

A Congressional initiative to highlight and address the corporate welfare system 
must direct attention to state and local corporate welfare because of this problem, 
and also because nothing frames the debate as well as state and local corporate wel- 
fare. Debate over Federal corporate welfare tends to focus on Federal programs, 
rather than the corporate beneficiaries— and that tends to turn corporate welfare 
debates into policy discussions no different than other policy controversies. Conflicts 
over state and local corporate welfare inevitably focus on the corporate beneficiaries, 
which draws the public's attention. The raw character of state and local corporate 
welfare— the brazen threats to move, the drain on funding for schools and essential 
state and local services— rightfully raises the public's ire. 
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For strategic as well as substantive reasons, a sustained and detailed focus on 
state and local corporate welfare can serve as a wedge to break open the entire na- 
tional corporate welfare budget to public scrutiny and as a visceral issue around 
which a citizen mobilization on corporate welfare can form. 

The Toledo Shakedown and Eminent Domain Abuse 

In Toledo, DaimlerChrysler has brought a frightened and financially strapped city 
to its knees. Desperate to keep a J eep plant in the city, Toledo showered a $300 
million local, state and Federal subsidy package on the multinational to support 
company plant expansion plans. The package includes a property exemption for 10 
years, transfer of free land, including site preparation, transfer of environmental li- 
ability from DaimlerChrysler to the city and assorted other corporate welfare hand- 
outs. All of this is offered in exchange for a J eep facilities expansion plan that is 
expected to result in a reduction of Jeep jobs from the current 5,600 to 4,900 
(DaimlerChrysler's public claim) or 4,200 (the level the company specifies it will try 
to preserve in an unenforceable provision in its agreement with Toledo) or some- 
thing much lower (a likely result based on United Auto Worker estimates and re- 
cent layoffs at the plant). 

TheJ eep agreement is remarkable, as are many of the special state and local cor- 
porate welfare deals, for being so poorly drafted from the city's point of view, so one- 
sided and tilted in favor of the corporate beneficiary. There is virtually no binding 
reciprocal obligation on DaimlerChrysler in the agreement— to create jobs, maintain 
a certain job level or to agree to set wage levels or working conditions. In exchange 
for no binding commitments and no share of the profits, Toledo has agreed to put 
up huge sums of money, much of it borrowed. 

The most outrageous element of Toledo's J eep deal is that it requires the displace- 
ment of a community near the plant. As it turns out from DaimlerChrysler's plans, 
the company does not even genuinely intend to use the land that the city will trans- 
fer to it from 83 homeowners. In its public explanations, J eep identifies the commu- 
nity's parcel as a potential truck waiting area; but in its map, the area is to be used 
for landscaping— a truck waiting area is designated for another parcel of land. 
Nonetheless, what DaimlerChrysler wants, it is apparently eager to take. 

So, threatening community residents that it would condemn the entire neighbor- 
hood, the City offered to buy their homes. Residents first learned they would be 
thrown out of their homes and their neighborhood bulldozed not from city officials, 
but from the Blade, Toledo's daily newspaper. We believe the low-ball efforts vio- 
lated the Federal Uniform Relocation Act, which requires compensation sufficient to 
enable displaced people to buy comparable homes or establish businesses in similar 
or better neighborhoods. Many Toledo residents accepted the city's low-ball offer, 
others held out for somewhat better deals. A handful have resisted. 

This fiasco replicates Detroit and GM's shameful collaboration in 1980, when the 
City used eminent domain to eradicate Poletown, a stable community of 400 home- 
owners, twelve churches and dozens of small businesses, schools and a hospital. In 
the Poletown case, GM ultimately built a Cadillac factory which created far fewer 
jobs than advertised and did not require destruction of many homes. 

Indeed, the ToledeDaimlerChrysler eminent domain scheme marks what is a 
growing corporate welfare trend whereby states and localities abuse their eminent 
domain powers to serve private parties. These are many of the most heart-wrench- 
ing instances of corporate welfare, because they often involve the literal destruction 
of longstanding homes, neighborhoods and communities. This newly emerging trend 
echoes the shameful corporate welfare history of ruthless use in the 1950's and 
1960's of condemnation powers to uproot inner city communities and transfer valu- 
able property to commercial and real estate developers. 

Corporate Blackmail and the Marriott-Maryland Case 

While the implied threat of DaimlerChrysler moving loomed in the background of 
the Toledo dispute (city officials admitted fear of the company fleeing motivated 
their extraordinary generosity), the threat of corporate flight was in the foreground 
of Marriott's recent, successful effort to blackmail the state of Maryland into pro- 
viding a $31 million to $47 million subsidy package. 

In 1997, the company announced that its Bethesda, Maryland headquarters were 
no longer large enough to house its expanding workforce of 3,800. It created a 
search committee to decide where the company's new headquarters should be based. 
Company CEO Bill Marriott announced that the company would be willing to locate 
to a new state if compelling financial reasons justified it. Virginia leaped into the 
bidding war. Virginia Governor James Gilmore III and former Governor George 



189 


Allen both actively attempted to seduce Marriott to step across the border to take 
advantage of Virginia's lower tax rates. 

Faced with Virginia's enticements, and with Marriott's cultivated Indecision, 
Maryland progressively augmented Its offer to the company. 

When Marriott finally announced Its Intentions to remain In Maryland, state offi- 
cials celebrated their victory over their neighbors. "Our team Is red-hot, Virginia's 
team Is all shot," Maryland Flouse speaker Casper Taylor, told the Washington Post. 

But In the bidding war Marriott cultivated between Maryland and Virginia, the 
only winner was Marriott. The corporate welfare package bestowed on Marriott did 
absolutely nothing to create new jobs. Marriott had already determined that It 
would expand Its headquarters because of Its growth and profitability— and that de- 
cision was made without regard to whether It would receive tax breaks In the state 
where It would base Its headquarters. 

After the giveaway, William Skiner, president of the Maryland Taxpayers Associa- 
tion, suggested that companies which receive public money should issue stock to 
state residents. 'They have my address. Where are my shares?" he asked. 

Of course the answer to that entirely reasonable question is: there are none. 

Nor are there similar subsidies available to small businesses. They do not have 
the political clout, nor the plausible threat to move out of state, to leverage com- 
parable corporate welfare packages. This imbalance creates a very real competitive 
advantage for large corporations like Marriott, which use the same state, county 
and local services as a 20-room inn or other small business, but does not pay a pro- 
portionate share of the taxes that fund these services. 

After the tax subsidy deal was completed, the Baltimore Sun reported that Mar- 
riott had decided on remaining in Maryland before the state made its last, more 
generous offer. According to the Sun's report, Virginia officials were aware of the 
Marriott decision, but remained silent— enabling the company to extract more 
money from the state. 

Playing for All the Money: Stadiums, Gambling and Corporate Welfare 

Perhaps the most outrageous kind of bidding for business involves sports sta- 
diums. The pattern is now familiar: the local sports team, owed by a 
megamillionaire in virtually every case except for the publicly owned Green Bay 
Packers football team, threatens to move unless the city bestows a glamorous, and 
extraordinarily expensive, publicly financed new stadium on the team. Inevitably, 
the stadium is required to contain luxury boxes and high-priced seats which help 
fill the teams coffers, but put watching the local team out of reach for significant 
portions of the town's population. If the city refuses to capitulate to the team's de- 
mands, the team, especially if it is a football team, typically follows through on its 
threat, and moves to a new location. 

That creates a lose-lose situation for the city: either lose the team, or spends hun- 
dreds of millions of dollars for a public facility that will be used entirely or primarily 
to support a private sports team. Most, but not all, cities choose to subsidize the 
team, even in the many cases where scholastic athletics, not to mention the schools 
themselves, are massively underfunded. 

In Seattle, Microsoft billionaire Paul Allen even paid for the use of Washington 
state's electoral machinery to finance a special election to fund a baseball stadium. 
Pouring millions of dollars into the referendum— against a piddling amount spent 
by the grassroots opponents of the stadium— Allen was able to eke out a narrow 51- 
to-49 percent victory. The Allen example follows the typical pattern of stadium pro- 
ponents outspending opponents in elections by an order of magnitude or more. 

Other examples of cities that have capitulated to this kind of sports mogul black- 
mail include Baltimore, Cleveland, Denver, San Diego, Nashville, Indianapolis, 
Pittsburgh, Miami, San Francisco, St. Louis and Detroit. 

Now gambling casinos are looking for similar subsidies. In Detroit, after the city 
decided to give three giant corporate casino companies an effective license to tax 
lower-income people by running casinos, it decided to sweeten the offer further by 
providing $50 million in development funding and using eminent domain to take 
prime locations for the gambling houses. 

In Atlantic City, the state of New J ersey is contributing more than $200 million 
in taxpayer dollars for a road-tunnel project and more than 100 acres of free land 
to entice Steve Wynn's Mirage Resorts to build yet another casino in the city. Build- 
ing Steve Wynn's driveway has required the destruction of nine houses in the city's 
most prosperous African-American neighborhood. 

(Such tax subsidies, incidentally, are not the only corporate welfare now granted 
to increasingly politically powerful gambling interests. Public Citizen reports that 
Senate Majority Leader inserted a provision into the 1998 IRS Reform Bill that per- 
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mits employers and employees solely In the casino Industry to receive 100 percent 
tax exemptions for employer-provided meals, regardless of whether workers need to 
eat on the premises to do their jobs properly. This provision Is estimated to save 
the Industry approximately $30 million a year.) 

Corporate Welfare in the Guise of Community Development 

There Is a also an urgent need for public and Congressional scrutiny of a more 
regularized and pervasive form of corporate welfare, which Is commonly described 
as community development and made available not on a negotiated case-by-case 
basis, but to all businesses locating In certain areas or meeting certain criteria. By 
providing a variety of local, state and Federal tax breaks through creative financing 
mechanisms (Including tax Increment financing), cities, state and community devel- 
opment agencies seek to assist businesses locating In targeted areas. The economic 
development agencies administering these programs are. In many cases, sincerely 
trying to facilitate community development, especially In low-income areas. But 
there Is generally little reciprocal obligation placed upon the beneficiaries, either to 
provide certain kinds of jobs, or jobs at a living wage, for example. There Is also 
serious reason to question whether some of the Investments would have occurred 
In the absence of the Incentive, or whether the tax Incentives shift some I nvestments 
from a nearby area with little net social gain. 

The UCLA Center for Labor Research and Education and the Los Angeles Alli- 
ance for a New Economy recently conducted one of the most comprehensive reviews 
of a local community development effort, focused on the Los Angeles Community Re- 
development Agency. This project. It would be fair to say, was favorably disposed 
to such community development efforts, but was designed to help direct public ex- 
penditures to realize higher returns In terms of public benefits. Among the project's 
findings and recommendations (which apply directly only to the Los Angeles agency 
but probably apply widely): large subsidies to retail operations did not pay off; there 
was an underinvestment In Industrial relative to retail development: small neigh- 
borhood shopping centers represented a better investment than large retail com- 
plexes: and that record keeping on the results of subsidized ventures is inadequate 
and needs improvement. 

Ending Local and State Corporate Welfare 

Addressing state and local corporate welfare will obviously require state and local 
initiatives. But there is an important Federal role, as well. 

First, Congressional hearings that require some of the Welfare Kings to testify be- 
fore a Congressional committee and to justify blackmailing cities and states may ex- 
ercise some deterrent effect on the degree of their bullying. 

Congressional hearings should also probe whether the provision of tax subsidies 
and similar incentives distort economic decisionmaking concerning the location of 
business activity and therefore constitutes an unconstitutional infringement on 
Congress's power to regulate interstate commerce, as has been suggested by North- 
eastern University Law Professor Peter Enrich. 

Second, states need to be authorized and encouraged to enter into compacts in 
which they refuse to enter a race to the bottom against each other in terms of spe- 
cial tax breaks and related benefits. Congressional legislation should authorize anti- 
corporate welfare compacts. 

Third, the Federal Government should levy a surtax on companies receiving state 
and local tax breaks, at the very least treating the value of the tax breaks as income 
upon which Federal taxes should be paid. Representative David Minge has intro- 
duced legislation toward this end. 

On the stadium issue in particular. Senator Arlen Specter's proposal to require 
Major League Baseball and the National Football League to pay half the costs of 
any new stadium for teams in their leagues represents a useful starting point for 
determining how to ensure that the private corporate beneficiaries of stadiums pick 
up at least a significant part of the tab for their construction. 

Finally, Congress should conduct a review of the use of tax-exempt municipal 
bonds. Their use to fund corporate welfare, private projects or public projects that 
will benefit a narrow business interest (classically, a sports team) should be prohib- 
ited. (There may also be merit to considering a replacement of the tax exemption 
with direct Federal transfers to state and local governments— according to Citizens 
for Tax J ustice, such a scheme could transfer more money to state and local govern- 
ments at less Federal cost, while eliminating one kind of local and state corporate 
welfare.) 
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All of these proposals should be subjects of future hearings by the House Budget 
Committee and other relevant Congressional committees, and should be the topic 
of GAO and CRS reports. 

Large corporations have become Increasingly adept at using their size and mobil- 
ity to blackmail cities and states. City and state governments need assistance from 
the Federal Government to save them from cannibalizing their own tax bases. The 
alternative Is to permit large companies to extort more and more welfare subsidies 
at the expense of taxpayers, small businesses and competing use of local and state 
monies— such as rebuilding crumbling schools. 

Export and Overseas Marketing Assistance 

Various government agencies maintain an array of export assistance programs. 
These programs raise the question of why overseas marketing and lending and 
other export assistance should be a government rather than private sector function. 

As regular beneficiaries of double standards, big business executives and lobby- 
ists, It seems, are without a sense of Irony. How do the corporate proponents of 
International trade agreements designed to promote misnamed "free trade" explain 
their simultaneous support for marketing subsidies? If It Is only on the grounds that 
"other countries do the same thing," perhaps they should turn their multinational 
lobbying prowess to eliminating other countries' export assistance programs. 

The most disturbing feature of many of the export assistance programs may be 
that the assisted companies export troublesome products or technologies— weapons, 
or environmentally hazardous equipment, for example. Such programs, especially 
the various private corporate arms exports Initiatives supported by the Defense De- 
partment, should be ended. 

Weapons Exports Assistance 

The United States spends billions In a panoply of programs and agencies to sup- 
port corporate commercial arms exports, according to the World Policy Institute's 
William Hartung. The Pentagon maintains a large bureaucracy devoted to pro- 
moting sales of military hardware by U.S. corporations to foreign governments. The 
Defense Department spends millions at military air shows to hawk the arms mak- 
ers' wares, and it spends billions of dollars on loans, grants, credits and cash pay- 
ments to enable foreign governments to buy U.S. weapons. Surely there are more 
efficient ways for the government to invest money if it is only concerned with cre- 
ating jobs. 

Of course, weapons are not innocuous products, and there are severe costs to an 
arms exports policy driven by commercial impulses. Former Costa Rican President 
Oscar Arias has noted that the defense industry's weapons-pushing destabilizes 
countries and regions, as with respect to the removal of the ban on the sale of high- 
tech weapons to Latin America. The repeal of the ban was the direct result of indus- 
try lobbying. According to Arias, it "will certainly impede our efforts to break the 
vicious cycle of poverty and militarism." 

Commercial weapons exports may also undermine U.S. national security and hu- 
manitarian interests. As former Senator Mark Hatfield stated in 1995, "We can still 
enumerate dozens of cases where the transfer of U.S. military hardware has re- 
sulted in the misuse of those weapons, including human rights abuses and in the 
conduct of acts of aggression. Even more horrible is the fact that U.S. financed or 
provided arms have been used against our own soldiers in Haiti, Somalia, Panama 
and I raq." 

Why should the Pentagon subsidize commercial arms exports that may end up in 
the hands of dictators, may end upset regional stability, or which may be used 
against U.S. soldiers? 

Other Export Assistance and Overseas Marketing Promotion Programs 

Other government export programs have been the target of more sustained public 
and Congressional outrage, which has led to some partial but still inadequate re- 
forms. 

The Department of Agriculture's Market Access Program, once known as 
McNuggets for the World for its support of McDonald's advertising (when it was for- 
merly the Market Promotion Prc^ram), is a $90 million-a-year program which is 
now limited to support of marketing efforts by farmer cooperatives and trade asso- 
ciations. However the benign-sounding category of cooperatives, suggestive of small 
farmer arrangements, includes such operations as Sunkist and Ocean Spray, which 
are well able to afford their own advertising campaigns. 

Again, the Market Access Program and similar programs raise difficult questions: 
Why is export assistance a proper government function? Why does the market fail 
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to provide incentives for advertising, iending or other functions? And if businesses 
determine that a particuiar activity is not market-worthy, what pubiic interest is 
served by the government fiiiing the vacuum? If export assistance from other na- 
tions is the primary rationaiefor U.S. activities, how serious are efforts to negotiate 
an internationai agreement to curtaii such programs? Finaiiy, does the government 
receive an adequate return on its investment? 

Defense and Highway Pork 

It is important that "pork"— federai monies for unnecessary projects— is under- 
stood as a subset of, not a synonym for, corporate weifare. Indeed, pork is the spe- 
dai case that does not fit in the definition of corporate weifare offered eariier in this 
testi mony. 

Whiie pork is a significant drain on the Federai treasury, it is not, by and iarge, 
a heipfui anaiytic term. Labeiing a project "pork" stigmatizes it as unnecessary: the 
response of the project's defenders is to say that in fact the project is necessary. 
"Pork" does not offer objective criteria by which the dispute can be resoived. 

Nonetheless, while analysts may differ over whether one or another project is 
pork, almost no one disputes that pork exists and is widespread. Pork is in part a 
reflection of our regional and state representative system of governance, with legis- 
lators trying to return Federal dollars to their districts or states. But it is also deriv- 
ative of a corrupt political system in which special interests exert an unhealthy in- 
fl uence. 


Pentagon Pork 

The Pentagon budget is a bloated source of contractor pork. Without entering into 
a discussion of U.S. national security imperatives, it is clear from many official re- 
ports by both the Congress and the Executive Branch that much of what the Pen- 
tagon procures is unnecessary: that Pentagon waste and fraud is persistent: and 
that these problems reflect the political power of the military contractors. 

One classic example of unnecessary procurement is the C-130 transport plane, 
which is built by Lockheed Martin in Georgia, near former Speaker Newt Gingrich's 
district and in the homestate of former Senate Armed Services Committee Chair- 
man Sam Nunn. The Air Force has requested just a small fraction of the more than 
250 C-130 transport planes for which Congress has appropriated funds since 1978. 
The planes cost about $75 million apiece. 

Systematic corporate contractor fraud and waste have long been, and remain, too 
widespread at the Pentagon. Most recently, the Department of Defense Inspector 
General reported on spare parts provided to the Pentagon by Allied Signal at a 57 
percent markup over commercial prices. 

It is important to understand the political underpinnings for ongoing Pentagon 
welfare and the failure to crack down on waste, because it illustrates the importance 
of competition and economic decentralization in curbing corporate welfare, and be- 
cause it presents a case where outrageous corporate welfare benefits helped consoli- 
date the political influence of narrow business interests. 

During the early years of the Clinton presidency, the Pentagon encouraged the 
defense sector to consolidate, and it backed up its encouragement by subsidizing 
mergers through payments to cover the costs of consolidation— including extrava- 
gant "golden parachute" bonuses to executives of acquired companies. No industry 
knows how to respond to corporate welfare subsidies like the defense industry, in 
part because they conceive and lobby for them, as did Norman Augustine, the now 
retired CEO of Martin Marietta. The result of the Pentagon's encouragement is that 
military suppliers have undergone an ear-splitting consolidation that has left but 
three major prime contractors: Lockheed Martin, Boeing and Raytheon. Today's 
Lockheed Martin is the product of the merger of Lockheed, Martin Marietta, Loral, 
parts of General Dynamics and about two dozen other companies. Boeing leaped to 
the top tier of the contractor pack with its acquisition of McDonnell Douglas. 
Raytheon gobbled up Hughes. 

With manufacturing facilities spread across the United States, these three compa- 
nies now have enormous political i nfl uence— they can show that new military con- 
tracts will mean jobs in the districts of hundreds of Members of Congress, and in 
nearly every state. For districts where they do not have facilities, they can employ 
suppliers to help give them a political presence. This structural power, which is sup- 
plemented by major investments in campaign contributions and lobbyists, helps en- 
able the contractors to preserve the cycle of wasteful spending and abuse at the 
Pentagon. The tight consolidation of the industry also leaves the Pentagon much 
less able to deploy one of its most powerful sanctions against contractor wrong- 
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doers— procurement disbarment— because of the paucity of alternative prime sup- 
pliers. 


Highway Pork 

The Federal highway bills are another major source of pork. While important 
progress has been made in directing highway monies to road and bridge repair, as 
well as for modes of public transport, last year's highway bill, the Transportation 
Equity Act for the 21st Century (TEA-21) will allocate billions of dollars to new road 
construction, much of it unnecessary and harmful. Instead of supporting modern 
mass transportation. Congress continues to satisfy road construction interests (and 
indirectly the auto companies). The harmful cons^uences include sprawl, air pollu- 
tion and contributions to global warming. 

Other Forms of Corporate Welfare: Loans and Loan Guarantees 

As anyone who has been bombarded with credit card solicitations knows, there 
is no credit shortage in the United States. So why does the U.S. government enter 
into the business of making loans and issuing loan guarantees to large corporations? 
Corporations generally want loans from the government either because the loans 
are made at below-market rates, or because the loans include some sort of implicit 
subsidy (including de facto government insurance). This is a form of credit allocation 
that some legislators decry when applied to ordinary Americans. 

Consider a loan on the verge of being approved by the World Bank, in which the 
United States is the largest country shareholder with an approximate 16 percent 
share. The $180 million loan package would help finance an oil pipeline that would 
transgress Chad and Cameroon, in Central Africa. The three corporate beneficiaries 
of the loans would be Exxon, Shell and the French company Elf. The three compa- 
nies' consortium says that it plans to use the World Bank financing as the founda- 
tion for additional private financing. In other words, private lenders will be more 
willing to support the project knowing that the power of the World Bank stands be- 
hind compelling repayment. But if three of the world's largest oil companies do not 
feel comfortable financing an oil development scheme on their own, or if they are 
unable to attract private financing without government or multilateral lending 
agency support, perhaps that is a sign that the project should not go forward. (Crit- 
ics point out that the project poses threats to rainforests, endangered-gorilla-inhab- 
ited conservation areas and drinking water; and is likely to exacerbate ethnic con- 
flicts with consequences potentially similar to those in Nigeria's Niger Delta or 
worse— political violence, some connected to prospective oil revenues, is already rife 
in Chad. ) 

Loans and loan guarantees are another corporate welfare category deserving a 
high degree of skepticism. For healthy companies, these kinds of government sup- 
ports should be unnecessary. For cases where a political decision has been made 
that special circumstances merit some company or industry receiving loans or loan 
guarantees. Congress should adopt legislation that establishes a presumption of full 
repayment, at market rates. (For comment on bailout loans, see the remarks above.) 

Agricultural Subsidies 

The government maintains a variety of agricultural subsidies, ranging from irri- 
gation subsidies to crop insurance and price supports for certain commodities. Many 
of these benefits accrue to corporate agribusiness, and often support environ- 
mentally harmful farm practices (such as overuse of water). The original purpose 
of farm supports was to support family farmers and enhance stability in agricultural 
markets, and it is doubtful whether the programs still fill this function. At the same 
time, many farm supports were eliminated in the 1996 Farm Bill, with the general 
effect of promoting agribusiness consolidation and increased power for grain traders. 
Food prices have not declined. All of this suggests the need for a serious and open- 
minded reassessment of farm programs, so that the public interest in protecting 
family farms and sustainable agriculture is advanced, while subsidies for large agri- 
business are curtailed. 


Conclusion 

With corporate welfare so pervasive at all levels of government and so deeply en- 
trenched thanks to the political maneuvering of beneficiary corporations and allied 
bureaucracies and legislators, the campaign against corporate welfare must be stra- 
tegically savvy, multi-pronged and able to both create momentum and to take ad- 
vantage of external events. Nurturing this kind of agility requires a broad legisla- 
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tive agenda, with numerous bills introduced to accomplish different ends. After all, 
the looting of Uncle Sam is an ever-growing Big Business. 

Corporate welfare opponents in Congress should look to introduce: simple, bold 
and far-reaching legislation to galvanize public support; legislation that empowers 
citizens to mobilize in opposition to corporate welfare; proposals that guarantee pro- 
cedural fairness in decisions to provide and continue corporate welfare benefits; leg- 
islation that requires ongoing review of corporate welfare programs; proposals that 
emphasize the obligations of the corporate beneficiaries of government largesse to 
pay back the taxpayers in monetary and nonmonetary terms; disclosure-oriented re- 
quirements to present taxpayers with the costs and beneficiaries of corporate sub- 
sidies; and narrow and precise bills that address particular corporate welfare abuses 
and which may be valuable later as amendments or to capitalize on suddenly potent 
issues. 

These are matters calling for creative thinking and approaches not only from 
Members of Congress, but from law schools, political scientists and economists. Un- 
fortunately, a survey of law reviews and recent Ph.D. dissertations that we made 
reveals a remarkable paucity of academic attention to the issue of corporate welfare. 
And few philanthropic foundations are interested in funding research into the 
issues. But more attention from Congress and the public will help jar academia 
awake. 

For now, here is a beginning set of overlapping proposals for discussion and re- 
form. This list focuses on structural approaches, rather than itemizing programs 
that should be eliminated. The first set of proposals applies generally to corporate 
welfare, with the second oriented around the categorization of corporate welfare 
benefits offered in this testimony. In the spirit of trying to spark a flexible, pluri- 
centered campaign against corporate welfare, some of the proposals are redundant- 
different approaches may appeal to different Members, and different proposals may 
fit different political moments. In the same spirit, these proposals are intended to 
be provocative and are certainly open to criticism and refinement. Their purpose is 
to jumpstart creative thinking and debate about procedural and substantive rem- 
edies to an expanding corporate welfare claim on taxpayer monies and assets. 

Across-the-Board Approaches 

1. A Bill to Eliminate All Corporate Welfare. A simple bill that would wipe the 
corporate welfare slate clean could provide a valuable rallying tool for citizen oppo- 
nents of corporate welfare. Such legislation would not propose a permanent ban on 
corporate welfare, which in any case would always be vulnerable to subsequent leg- 
islative action, but would require proponents of particular programs to mobilize sup- 
port for the affirmative re-commencement of their favored subsidies under both pro- 
cedural safeguards and reciprocal obligations. Then the advocates of the 1872 Min- 
ing Act could make their case for why such an abomination should be reinstated 
after elimination. 

The central operative language for such a bill might read: 

(1) As of J anuary 1, 2000, every Federal agency shall terminate all below-market- 
rate sales, leasing or rental arrangements with corporate beneficiaries, including of 
real and intangible property: shall cease making any below-market-rate loans or 
issuing any below-market-rate loan guarantees to corporations: shall terminate all 
export assistance or marketing promotion for corporations: shall cease providing any 
below-market-rate insurance: shall terminate all fossil fuel or nuclear power re- 
search and development efforts; shall eliminate all liability caps; and shall termi- 
nate any direct grant, below-market-value technology transfer or subsidy of any 
kind. 

(2) As of J anuary 1, 2000, the Internal Revenue Code is amended to eliminate all 
corporate tax expenditures listed in the President's annual budget. 

(3) As of J anuary 1, 2000, the Internal Revenue Code is amended so that the 
value of local, county and state tax subsidies to corporations shall be treated as in- 
come. 

(4) Where contractual arrangements or promises made in law preclude any action 
required by Sections (1), (2) or (3) without payment by the Federal Government to 
existing beneficiaries of programs to be eliminated. Federal agencies shall take such 
actions as soon as possible without incurring such payment obligations. 

Because of the complexity of the corporate welfare problem, such legislation would 
obviously need to incorporate considerable language amending existing statutory 
language. And even this approach would leave some corporate welfare problems 
un addressed— such as the need to eliminate pork-laden or other programs in which 
the government should not be engaged, or for nonmonetary commitments from cor- 
porations receiving government supports)— but it would be a very useful start. 



195 


2. Citizen Standing to Sue to Chaiienge Corporate Weifare Abuses. Citizens couid 
be empowered to mount judidai chaiienges to runaway agencies that reach beyond 
their statutory powers to dole out corporate welfare. Legislation could give tax- 
payers standing to file such suits, by awarding a $1,000 "bounty" (plus reasonable 
attorneys' fees and court costs) for those who successfully challenge improper agency 
action. Consideration should be given to creating an incentive for such suits by 
awarding successful plaintiffs a percentage of the money saved through such suits, 
perhaps according to a sliding scale of declining percentage returns for higher sav- 
ings and with a cap set at certain amount. J ust as qui tarn suits under the False 
Claims Act have helped curtail oil company underpayment of royalties owed the 
Federal Government, so such a measure would create a structural counterbalance 
to corporate influence over Federal agencies. 

3. Funding for Town Meetings on Corporate Welfare. A small appropriation could 
fund dozens of town meetings across the country on corporate welfare and help edu- 
cate the public about corporate welfare. Alternatively, the Flouse and Senate Budget 
Committees should use their committee resources to schedule a smaller number of 
public hearings on corporate welfare across the country. 

4. Sunsetting Corporate Welfare. The Congress should consider legislation requir- 
ing that every program in which the government confers below-market-value bene- 
fits on corporations, including tax expenditures, automatically phases out in 4 years 
after initial adoption, and every 5 years thereafter. Under such a rule, the programs 
could of course be renewed, but only with affirmative Congressional action. 
Sunsetting would overcome the problem of inertia by which both bad ideas and good 
ideas turned bad become entrenched corporate welfare programs protected from se- 
rious legislative review and challenge. The entrenchment problem is a particular 
problem for nonbudgetary items, which are spared even the reviews accorded to ap- 
propriations. 

5. Annual Agency Reports on Corporate Welfare. Every Federal agency could be 
required to list every program under its purview which confers below-cost or below- 
market-rate goods, services or other benefits on corporations. They could also pub- 
lish a list of every corporate beneficiary of those subsidies above a certain de mini- 
mis threshold, and the dollar amount of the subsidy conferred. This measure would 
spur much more news reporting on corporate welfare, and would generate public 
awareness by assigning proper names to the beneficiaries. 

These reports should be published on the internet, as should all other corporate 
welfare-related disclosures. 

6. SEC Requirement for Corporate Welfare Disclosure. The Securities Exchange 
Act could be amended to require publicly traded corporations to list the subsidies 
(both by type (program) and amount) they receive from governmental bodies, and 
to publish this information on the internet. Alternatively, the SEC could mandate 
such disclosure through rulemaking. This disclosure requirement is easily justifiable 
as in the public interest, since corporate beneficiaries are in many ways better posi- 
tioned to report on the benefits they receive from government than the government 
conferors. It would serve a valuable public purpose by assembling in a single loca- 
tion the dollar amounts of public subsidies accorded to the nation's largest corpora- 
tions: and thereby enabling the citizenry to assess properly the extent and desir- 
ability of the subsidies. The disclosure requirement is also appropriate as a disclo- 
sure of material interest to shareholders. Government subsidies are of central im- 
portance to many of the nation's largest corporations, and to assess fully the value 
and future prospects of corporate earnings, shareholders have a right to information 
on government subsidies. 

7. Limits on Executive Compensation in Government-Supported Corporations. 
Where the government is conferring substantial, voluntarily received benefits on 
corporations, it could reasonably limit the scope of beneficiaries to those which do 
not engage in particular sorts of socially undesirable behaviors. One such behavior 
is excessive executive compensation, which heightens income and wealth inequal- 
ities, and tears at the nation's social fabric. Government subsidies, including tax ex- 
penditures, could be denied to corporations whose executives receive more than a 
predetermined level of compensation, say those whose ratio of executive-to-lowest- 
paid-employee compensation is more than a certain amount, perhaps 35-to-l. 

8. Prohibition of Government Subsidies to Criminal Corporations. From convicted 
felons who are persons, the Federal Government, and state and local governments, 
take away fundamental rights, including the right to vote. Corporations convicted 
of crimes rarely experience deprivations of anything near that scale. A small and 
appropriate step might be to deny any form of corporate welfare, including tax ex- 
penditures, to any corporation convicted of a certain number of felonies and/or mis- 
demeanors. If the government is to confer subsidies on corporations, surely they 
should not go to enterprises convicted of criminal wrongdoing. 
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9. Reciprocal Obligations. The government should seek nonmonetary reciprocal ob- 
ligations from corporate welfare beneficiaries. These must necessarily vary by cat- 
egory of corporate welfare program and beneficiary. But two types of obligations are 
of special importance. 

First is the requirement that certain subsidies be conditioned on beneficiaries en- 
abling consumers to band together in nonpartisan, nonprofit, democratically gov- 
erned organizations. This can be accomplished by allowing government-chartered 
consumer organizations that are accountable to their membership to include an in- 
sert, at no cost to the company, in the corporate welfare beneficiary's billing enve- 
lope, or publishing information on the company's web site. The insert would invite 
consumers to join the organization, which would work to contain prices, improve 
product quality and service, advocate for reforms, etc. This mechanism would be 
particularly appropriate for banks, thrifts and other lending institutions, insurance 
companies, FIMOs and utilities. 

Second, allocation of rights to government lands or other natural resources could 
be conditioned on beneficiaries agreeing to abide by environmental regulations, or 
even to uphold environmental standards that exceed those required by existing reg- 
ulation. 


Giveaways, Including R&D Giveaways 

10. Prohibition on government giveaways. Government properties, whether real or 
intangible, should presumptively be sold, leased or rented to corporations for market 
rates. Except in certain circumstances (such as where consumer pricing consider- 
ations are considered of more importance than taxpayer reimbursement), there is 
no reason for taxpayer assets to be given away to corporations at less than market 
value. 

11. Promote Competition in Allocating Government Resources. Market value will 
vary based on the terms of the property transfer. Depending on the circumstance, 
taxpayer revenues may be lower if resources are allocated on a nonexclusive basis. 
But there is an overriding broad public and consumer interest in promoting eco- 
nomic competition, and legislation could establish a presumption that, where pos- 
sible, when taxpayer assets are to be transferred to corporations they be conveyed 
on a nonexclusive basis. 

12. Competitive Bidding. In all cases, but especially where the government plans 
to transfer taxpayer assets to corporations on an exclusive basis. Congress should 
consider requiring asset transfer prices to be established by auction. 

13. Reasonable Pricing Provisions. Where there will be a consumer end-user from 
the transfer of government assets (as in the case of products brought to market uti- 
lizing government-controlled intellectual property rights), the terms of the transfer 
should require the corporate beneficiary to agree to reasonable pricing provisions. 
This is of primary importance for exclusive transfers, where transferees may gain 
monopoly power. Because Federal agencies, especially NIFI, have historically done 
a poor job in enforcing reasonable pricing provisions, serious consideration needs to 
be given to how such provisions should be administered and enforced. Required dis- 
closure of private investment in product development, and correlating prices with 
amount and proportion of private investment, may offer one fruitful approach. It 
may also be possibleto include reasonable pricing guarantees in the bidding process, 
with preference given to bidders making enforceable promises of lower prices. 

14. End Fossil Fuel and Nuclear Power R&D. There is no justification for Federal 
support for these environmentally hazardous, nonrenewable energy sources. As 
study after study has demonstrated, energy efficiency and renewable energies rep- 
resent the future superiorities. 

Insurance, Loans and Bailouts 

15. No Discount Insurance. The Congress should consider a legislative presump- 
tion against below-market insurance for corporations, requiring a special waiver for 
exceptions. 

16. No Liability Caps. There should be a legislated blanket prohibition on liability 
caps, which unjustifiably protect corporations from paying for any harms they per- 
petrate. Liability caps, such as those in Price Anderson, should never accompany 
governmental insurance schemes. 

17. No Discount Loans. The Congress should consider a legislative presumption 
against below-market loans or loan guarantees for corporations, requiring a special 
waiver for exceptions. 

18. Payback For Bailouts. Legislation could require that all bailout beneficiaries 
pay back loans in full, with interest, with priority given to repayments to the gov- 
ernment over other claimants. 
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19. Preventing Foreseeable Financial Bailouts. Proposed legislation (FI.R. 10) to 
lift the regulatory walls between banks on the one hand and insurance and securi- 
ties firms on the others would create too-big-to-fail financial holding companies, 
with Federal deposit insurance likely to be de facto extended, at no charge, to other 
financial affiliates. FI.R. 10 should be amended to include a provision establishing, 
in advance of future bailout demands, that no Federal assistance will be made avail- 
able to financial holding companies or to their nonbank affiliates. Because this is 
an especially timely matter, I have attached legislative language for such a provi- 
sion at the end of this testimony. This language was originally prepared last year 
at the request of then-Senator Alfonse D'Amato. 

Corporate Tax Expenditures 

20. Eliminate All Corporate Tax Expenditures. Because corporate tax expendi- 
tures are already compiled in the President's budget submission and by the J oint 
Committee on Taxation, this step would be less logistically complicated than ending 
all corporate welfare. Wiping the slate clean of corporate tax expenditures-perhaps 
the most de^ly entrenched type of corporate welfare-would require the tax expendi- 
ture beneficiaries and their Congressional allies to justify anew these tax supports, 
and deserves Congressional consideration. 

21. Require Reporting of Corporate Tax Expenditure Beneficiaries. The Internal 
Revenue Service could be required to publish a list of all corporate tax expenditure 
recipients over a certain de minimis level. 

Industry Promotions and Export Assistance 

22. End Government Market Promotion. Congress should consider prohibiting 
government-run advertising and marketing schemes for private corporations. 

23. End Export Assistance. Congress should debate eliminating export assistance 
programs, or making them available only on a strict means-tested basis. 

Local, County, and State Corporate Welfare 

24. Regional and National Compacts. Congressional legislation should authorize 
anti-corporate welfare compacts between states, enabling them to enter into binding 
arrangements to refuse to enter a race to the bottom against each other in terms 
of using special tax breaks and related benefits or stadiums to influence business, 
including sports team, location decisions. 

25. Surtax on Local and State Corporate Welfare. Congress should consider re- 
quiring the IRS to treat local and state corporate welfare expenditures as income 
upon which Federal taxes should be paid. 

Mr. Chairman, there is a rising discontent across the country with the hijacking 
of public assets to benefit narrow corporate interests. The public's frustration with 
the corporate welfare state is palpable, but it remains inchoate and unorganized. 
The Green Scissors Coalition and others represented at today's hearing have done 
vital work in publicizing the issue, but it has yet to attain the visibility needed to 
grab the public's attention and focused energies. 

The time is now for you and other courageous Members of Congress who truly 
believe in "Ending Corporate Welfare As We Know It" to launch a series of GAO, 
CRS and CBO studies, to conduct extensive hearings in Washington, DC, and across 
the country, to introduce and vigorously push for corporate welfare legislation, and 
by your leadership to force this issue with such broad appeal onto the front pages 
and the nation's television screens. 

There is a nascent national consumer-taxpayer-environmentalist-worker-small 
business coalition that is waiting to be consolidated on this issue. If these forces are 
united, they will form a powerful political force that can help rescue our political 
democracy from the narrow interests that now dominate it. Corporate welfare cuts 
to the core of political self-governance, because it is perpetuated in large measure 
through campaign contributions and the subversion of procedural and substantive 
democracy: and because the perpetuation of corporate welfare itself misallocates 
public and private resources and exacerbates the disparities of wealth, influence and 
power that run counter to a functioning political system in which the people rule. 

A final note before closing. Given its breadth, this testimony necessarily paints 
in broad strokes. It is important to reiterate that we do not oppose all corporate wel- 
fare. But it is important that even "good" corporate welfare programs operate with 
safeguards in place to ensure procedural fairness, full disclosure of beneficiaries, fre- 
quent review and reaffirmation, and reciprocal payments and nonmonetary commit- 
ments from recipients. 
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This hearing is an important and historic beginning, Mr. Chairman. But if it is 
not foiiowed up by more hearings and a sustained effort that invoives more and 
more Members of Congress and citizen organizations, it wiii be of modest con- 
sequence. We are ready to join with you to heip expand on the opportunity pre- 
sented by this hearing. 

Thank you. 

Chairman Kasich. You can take a breath. Let me, Mr. Nader, 
ask you kind of the fundamentai questions, i know you feei pas- 
sionateiy about everything you said and that reasonabie peopie can 
disagree with a number of the specifics that you iaid out, but i 
don't think it is possibie to reject a chunk of what you have said 
in terms of the common sense resuits and approaches. 

You said that you offered an amendment in the banking Com- 
mittee where you got 40 noes and six yeses. Now, i had an experi- 
ence, a coupie of experiences here. One was we had a vote on the 
overseas Private investment Corporation, and we snuck up on 
them, and we stopped the program for, i guess, i don't know, we 
stopped the refunding of the program for about a haif a year, and 
then what happened was the peopie who were the beneficiaries 
went to their constituents, and then they had their constituents 
caii— the ones who had gotten the benefits of this program caiied 
the Members of Congress, and the next time we got a vote on this 
program working with a coaiition of members on the Fioor of Re- 
pubiicans and Democrats, we had our iunch handed to us. 

Now, we did make some progress in the area of timber saies. in 
fact, we were abie to negotiate a successfui agreement on timber 
saies. You know, i was somebody that came to the Congress in 
1989. You couid get aii the peopie that voted for my budget in a 
Voikswagon, and i am never afraid to waik a ioneiy road in govern- 
ment. 

You can see how much interest there is in this hearing today, 
very iimited interest in this hearing today in terms of Member par- 
ticipation. Members are busy, so th^ have to estabiish priorities. 
But the difficuity is, first of aii, getting Members' interests in this 
subject, and i know you beiieve that there is this enormous poiit- 
icai vein out there that can be tapped into. 

if there is one, i don't know where it is because this has been 
a huge struggie because when you take these issues on— and there 
are a iot of young peopie in this room today— you don't make any 
friends, trust me. Aii you make are enemies; and the question is, 
i don't want to just go 40 to six every year and then we can vent 
against certain programs and it sounds good, but we don't make 
any reai progress. 

This hearing is weii covered today because it is a noveity. You 
showed up on the Hiii; there are going to be conservatives on the 
hiii who are aii going to testify to essentiaiiy the same thing, and 
this issue does capture a iittie bit of media attention. 

But the question is, how are we going to win some victories? Be- 
cause aii— if aii this is are hearings and testimony to committees 
that are not very weii attended, then i can teii you that you are 
going to get zero, not going to win anything. So the question is, 
how can we get the conservatives, the iiberais, the progressives to 
get behind? i used to think we couid find 10. i no ionger think we 
can even find 10 issues where we can combine ourseives and iead 
a iarge campaign. 
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How are we able to, in your judgment, make some real accom- 
plishments against several of the most egregious problems? I mean, 
you have pointed a lot of things and you talk about, for example, 
stadiums, and people on both sides of the issue can make big argu- 
ments about that issue, but I think there are some issues here, for 
example, the 1872 mining Act, where you are going to still not get 
unanimity but you can get an overwhelming consensus that that 
needs to be reformed. 

How are we going to work to build the political support to actu- 
ally have some clearcut victories on the floor of the House and the 
Senate and not just sit around and talk? I have been engaged in 
this thing now for 4 or 5 years, and we have had, like I say, some 
significant victories but few in number. So what do we do about it? 

Mr. Nader. Well, first of all, Mr. Chairman, this is the first time 
that the subject of corporate welfare in its amplitude has been on 
C-SPAN, which means that it is going to reach at least a million 
people, and we shouldn't say that this issue is a forlorn one for cou- 
rageous Members of Congress before we at least see whether the 
mass media is willing to carry it to millions of people. 

I know that people who watch C-SPAN get back to their Mem- 
bers of Congress about what they have seen. Our testimony will be 
on our Web site, www.essential.org, for further access, and we in- 
vite the comments of people all over the country in their favorite 
area of corporate welfare critique. 

Now, where you cannot in a straight-on attack on a corporate 
subsidy win and you have tried to go after these subsidies straight 
on, there are angular approaches that lay the basis to build for fu- 
ture victories. One is to put in every time you can amendments in 
appropriate legislation for disclosure, for specific disclosure of the 
kind and amount and the beneficiaries of corporate welfare. 

Another is to put in amendments for sunsets. Another is to put 
in amendments for reciprocity. You say, OK, Bristol-Myers, you are 
getting this annual billion dollar revenue Taxol drug, what are you 
giving back in return? So that you collaterally attack the problems 
from different ways where you cannot head-on overwhelm and de- 
feat a particular program. 

We know that information is the currency of democracy. We 
know that when information is out and when it is specific by com- 
pany, by program, it develops a larger audience of outrage and con- 
cern which reverberates back to Congress. So I think in some an- 
swer to your question, why don't you try a procedural strategy in 
order to lay the basis for a substantive attack on these subsidies 
and programs. The procedural strategy is outlined in our testi- 
mony, but it really revolves around things like disclosure, sunset, 
reciprocity, standing to challenge on the part of the taxpayer. 

Notice, not a single taxpayer in this country can challenge any 
of these programs. I will never forget, just before the Ford adminis- 
tration left office, the Commerce Department issued an announce- 
ment for a large loan guarantee to General Dynamics to guarantee 
loans for the construction of liquified natural gas tankers to move 
gas from Indonesia to j apan, a multibillion dollar loan guarantee, 
and there was no involvement by Congress to approve it. There 
was no public docket at the Department of Commerce, and no tax- 
payer could challenge. 
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Now, this is a one-hundred-percent shut out proceduraiiy of the 
taxpayers of this country, and they are toid no matter how wastefui 
these subsidies are, no matter how much corruption there may be, 
no matter how much documentation, you as a taxpayer can't have 
the chance to prove the case in court. 

So procedurai attacks are extremeiy effective when you don't 
have the fuii poiiticai support here in Congress to go after the sub- 
sidies directiy. 

Chairman Kasich. Weii, Raiph, i think part of what you are sug- 
gesting is more iawsuits, and i frankiy don't iike that idea, i have 
a more fundamentai question, if we know that somebody is getting 
$8 or $9 biiiion off of a pubiic iand and they are virtuaiiy paying 
no royaities for that and you are trying to teii me that you can't 
take an issue iike that head on and win, that the way we have to 
go is in some procedurai direction, i mean, the question is, why 
can't you win? You know why i think you can't win, because i don't 
think we have the sustained support from peopie who oppose these 
things wiiiing to dedicate a iot of time and a iot of energy to taking 
these issues on. 

Mr. Nader. But there is another reason, Mr. Chairman. Where 
the executive branch is the cuipabie branch, iet us say they are not 
doing the right job and it needs to be chaiienged, where the iegisia- 
tive branch is too under the influence of big money and aii the rest, 
it is time to ask whether the judidai branch has a roie here, i be- 
iieve in the judidai branch of government, i think our forebears 
bied and fought for the right to have their day in court, i think 
that is an aii-American right, and i think the attack on access to 
the court has become too extreme and aimost wiid in its ferocity 
by the business community. 

When i say taxpayer chaiienge, what i mean is not a taxpayer 
going to chaiienge a government program and make a biiiion doi- 
iars. The taxpayer is going to chaiienge a program, for exampie, 
under injunctive reiief, under mandamus relief by the courts who 
teii the agencies, you are aiiowing the taxpayer resources to be 
iooted under existing iaw. 

Now, sometimes it is good to give the taxpayer bounty, too, to fa- 
diitate that kind of incentive, but i beiieve in the judidai branch 
of government as an essentiai counterweight. 

Chairman Kasich. But iet me teii you, it is not— you know, i 
don't think it is aii the way you paint it. Let me just give an exam- 
pie with the Overseas Private investment Corporation, in my own 
congressionai district, there were a coupie, i think, businesses— i 
am not even aware of them aii— that benefited from OPiC. 

So if the peopie who benefit caii their representative and say, 
hey, by the way, do you know that this program has been heipful 
to me, and we have created 50 new jobs because of this and the 
peopie trying to kiii this are just dead wrong, when that Congress- 
man gets no caiis, absoiuteiy no caiis from any of the other foiks 
who are out there who are members of conservative organizations 
or iiberai organizations, where there truiy is a grassroots support, 
because presumed in your testimony is that there is, the pubiic 
wants to unieash their frustration to ievei the piaying fieid, the 
probiem is you are not getting peopie to caii the other way and to 
say this program ought to go. 
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And my view is that until the grassroots organizations that have 
determined that they have a stake in eliminating some of these un- 
necessary programs get involved, it is not as though it is some 
huge deal. It is minor groups of people who really call, but they are 
the only ones that call, and I think if you had people in the con- 
servative and liberal side saying, cut that, government, it probably 
would be cut. Maybe we need to make a better effort to try and mo- 
bilize our own forces. 

But let me go to Mr. Toomey, who sat through the entire testi- 
mony and recognize him for 5 minutes or whatever time he may 
consume. 

Mr. Toomey. Thank you, Mr. Chairman. Thanks for joining us 
today, Mr. Nader. I wanted to pursue a slightly different direction 
with you. There are often arguments made that corporate welfare 
amounts to a misallocation of capital in the economy, and I tend 
to agree with that. I think there is a compelling case to be made 
that their very existence requires taxes to be higher than they 
might otherwise be, hard to refute that. Corporate welfare is often 
justifiably criticized for the inherent unfairness in singling out 
some industries and companies as opposed to others, but what I 
wanted to explore with you this morning was the question of the 
constitutionality of this. 

Could you cite for me where in the Constitution the Federal Gov- 
ernment is authorized to pick a single company or a single industry 
and blatantly subsidize that business? Do you think that is con- 
stitutional at all? 

Mr. Nader. Well, the general response is that it is under the 
general welfare clause of the Constitution, which seems to been an 
infinitely expandable clause of the Constitution. The critique of 
that is as follows: one is the belief by some legal scholars that the 
definition of public purpose— which justifies the State to engage in 
eminent domain, take over neighborhoods, buy out homes and 
small businesses, and hand the land plus a subsidy package to a 
corporation or to a parking lot or to a gambling casino— has no 
boundaries in our court cases. And unless it is given constitutional 
boundaries, then the answer to your question is there is no limit 
to the use of the taxpayer dollar. There is zero. Let me repeat that. 
Apart from building a church, apart from the State/church separa- 
tion, under present Supreme Court doctrine, there is no limit as to 
how the tax dollar in the United States can be used by government. 

Mr. Toomey. Well, getting back to the general 

Mr. Nader. In a constitutional sense. Obviously they can't use it 
to bri be somebody. 

Mr. Toomey. Right. 

Mr. Nader. And the second answer to the thrust of your question 
is to look to the commerce clause. The argument there is that the 
commerce clause was designed to prevent the States from chal- 
lenging one another, to lure business from one another and create 
barriers. These may include the passive barriers that are created 
such as when Virginia and Maryland wrestled over lavishing sub- 
sidies on Marriott, even though, as it turned out, the Baltimore 
Sun reported Marriott was going to stay in Maryland all the while. 
The passive barriers are when a State says to a corporation in an- 
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other State, if you relocate in our State, we will give you a tremen- 
dous tax holiday. 

In Professor Enrich's article in the Harvard Law Review, the ar- 
gument is that that is a violation of the commerce clause of the 
U.S. Constitution because it effects in an indirect, in a passive way 
the same kind of barrier which had been struck down between the 
States. 

Mr. Toomey. To touch sort of in reverse order here, with regard 
to the commerce clause, the constitutional authority to regulate 
commerce amongst the States seems clear to me was intended to 
make regular commerce amongst the States and to strike down as 
you pointed out the affirmative barriers, and with respect to the 
general welfare clauses, to both of these put together, to those who 
would defend corporate welfare and cite these clauses, it seems to 
me essentially suggesting that there is no realm which is not ap- 
propriate for the Federal Government to engage in, and that clear- 
ly contradicts what the Constitution is all about, which is limiting 
the power of the Federal Government to those powers enumerated 
within it. 

So it seems to me you have to believe— in order to believe that 
these clauses justify corporate welfare, you have to believe that the 
Founding Fathers clearly contradicted themselves within the Con- 
stitution and didn't know whether they wanted a limited or unlim- 
ited Federal Government. 

Mr. Nader. Well, you put it in a very succinct way. If constitu- 
tionalism means anything, it means boundaries; it means limits in 
different dimensions. And when it comes to corporate welfare pro- 
grams, there are no limits. 

Mr. Toomey. Well, I appreciate your coming here today and look 
forward to working with you and others to find ways to reduce this 
rather egregious spending we have here at the Federal Govern- 
ment. Thank you. 

Chairman Kasich. Gentleman from Pennsylvania, Mr. Hoeffel. 

Mr. Hoeffel. Thank you, Mr. Chairman. Mr. Nader, thank you 
very much, great testimony, very thought provoking. Your lead 
remedy is the proposal for a bill to eliminate all corporate welfare 
under the concept, as you put it, to let them start over again, 
which has a certain appeal; and you referenced with the phrase re- 
member zero-based budgeting, the notion of obliterating all the bad 
stuff and making people start over and justify their program or 
their subsidy. 

I do remember zero-based budgeting as a young state legislator 
in Pennsylvania. When j immy Carter talked about it, I thought it 
was wonderful. I tried to get it going in Pennsylvania, got nowhere. 
Zero-based budgeting got nowhere here in Washington, and my 
concern is that your lead remedy, which has a certain simplicity 
and cleanness to it, simply won't ever be passed. 

So is there some other provision such as the establishment of a 
commission to recommend changes to Congress, a better way of 
going to try to get the ball rolling? I mean, we have got the power 
now to change all these things, and we don't change them. Is there 
some more gradual legislative process we ought to consider? 

Mr. Nader. Well, first of all, I wouldn't give up on this first rec- 
ommendation because even if it never gets through, it has the 
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great potential to shake up the situation and give these issues 
more visibility. This relates to what Chairman Kasich was saying, 
that nothing is going to happen until the public is galvanized. So 
as an instrument of discussion, debate, visibility, it is worth trying. 

I think that was true for the advocates of zero-based budgeting. 
The difference here of course is budgeting constitutionally is sup- 
posed to start in the House, but actually starts in the executive 
branch. So zero-based budgeting relied on executive branch initia- 
tive more than this proposal, which would rely much more on legis- 
lative initiative. 

Do you know there was a proposed commission? It never got off 
the ground. Remember, Senator Kerry was on the commission. 

Mr. Hoeffel. I thought Senator McCain had a proposal for a 
corporate welfare commission. 

Mr. Nader. That is right, and it never got through. So you can 
see even something as preliminary as that proposal is opposed by 
the lobbyists. Anything's going to be opposed by the lobbyists; but 
remember, you got through the Congress a deletion of the $30 mil- 
lion for the bonuses for the executives at Martin Marietta because 
it was put in legislation. 

So this idea of an angular approach procedurally, reciprocity, dis- 
closure, sunset, if dozens of members who share a common belief 
here put these amendments in at all times they are going to break 
through, and they are all going to become magnets for discussion 
as wel I . 

Chairman Kasich. Will the gentleman yield? 

Mr. Hoeffel. Yes. 

Chairman Kasich. Let me ask, Mr. Nader, are you willing to 
take on the challenge of picking out some of the conservatives who 
are going to be here today and sitting with them personally and 
trying to come up with one or two items that you would be willing 
to dedicate the grassroots effort to undertake and fight both on the 
House and the Senate floor? 

Mr. Nader. Definitely, but I would want to do both. What you 
said 

Chairman Kasich. I am just saying to you that is the way you 
will stir up the public is that you say here is an outrage, and it 
is a national campaign to say that we are going to show that we 
can win one fight, and all the focus goes into one fight. You can 
all have all the commissions you want. They are never going to 
pass. 

Ralph, you have got to get into the real world on this what is 
going on up here. It ain't going to work that way. If you want to 
get something defeated, you and the conservatives have got to get 
people stirred up in all these congressional districts who are going 
to say we are going to change X and we are going to put everything 
we have to win one single fight, and when you win the first fight, 
guess what, it makes it easier on the second fight. And right now, 
there is no support for a member who goes to the House Floor to 
fight any of these subsidy programs, zippo support; and as long as 
there is zippo support, you are not going to pass commissions. 
What is that word you used there— it is not the head on approach, 
but the angular approach— triangular approach. 

Mr. Nader. Not triangular. 
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Chairman Kasich. Angular approach. I mean that is fine, but 
you're not going anywhere with that. You have got to win a couple 
of these fights, and you know what happened with timber because 
both the conservationists, the environmentalists and the conserv- 
atives and the liberals all said yes, and there was a ready base of 
support for people who would go to town hall meetings and drive 
the congressmen crazy. If you are not driving congressmen crazy, 
you are not going to win any votes because the other side is going 
to dominate, and it is democracy. It is not an evil, wicked thing. 
It is just the way it works, and we can win these, but there is no 
substitute for people power. The gentleman is recognized, I am 
sorry. 

Mr. Hoeffel. No. Thank you, Mr. Chairman. I appreciate the 
comment. I would just close by saying that I agree with the Chair 
that it would be excellent to pick out some particularly ^regious 
examples of corporate welfare and get a coalition to stop it. I also 
think, though, there has got to be a legislative mechanism so that 
we don't have to rely on a great crusade to stop these abuses be- 
cause most of them are hidden away, as you so well identify, and 
we need something in addition to our annual appropriations proc- 
ess which has not succeeded in eliminating corporate welfare. We 
need some structure, but I thank you, Mr. Nader, for being here. 

Mr. Nader. I think the comments of the Chairman are well 
taken. I would only add that, in addition to focusing on one or two 
high profile targets in the corporate welfare area, I would I also 
favor this approach, the proc^ural approach, sunset, disclosure, 
reciprocity, all that because, you know, if you throw enough amend- 
ments in the field, you are going to divide the opposition. You are 
going to get a few through, and the few through help open up the 
field for the substantive assault on these boondoggles. But I think 
it is important we gather together with "the other side" as you say 
and pick one or two that can be mobilized and focused on. 

Chairman Kasich. The gentleman from New Hampshire is recog- 
nized. 

Mr. SuNUNU. Thank you, Mr. Chairman. Thank you very much 
for your testimony, Mr. Nader. It was very helpful; nothing if not 
thorough. And it didn't leave a lot of areas for further exploration, 
but I do want to highlight one area that you touched on, and that 
has to do with the basic reason that these subsidies are harmful. 

We heard about the capital allocation and productivity issues. It 
certainly hurts the economy when we are distorting the economic 
effects of investment. We heard about the high tax rates, the fact 
that we are collecting more taxes than we ne^ to in order to pro- 
vide these subsidies, but you mentioned the issue of economic jus- 
tice and basic fairness. The fact that a number of these subsidy 
programs tend not to just distort the economy but distort the econ- 
omy in a way that disproportionately hurts those that arguably 
ne^ economic assistance the most. And I think that is at the heart 
of a very strong moral argument for looking at these programs, 
eliminating them and either channeling the funds into programs 
that really do make a difference or ultimately giving the funds 
back to individuals so that they can make decisions that are in 
their own best interest. 
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I think the example you used was in Detroit or in the Michigan 
area. There is a great irony here, though, because you have used 
this moral argument for explaining why these subsidies are bad, 
but oftentimes those that support the subsidies the most try to 
make an economic argument on their own behalf, trying to suggest 
that, no, these are actually helpful, we are creating jobs, we are 
stimulating the economy, we are supporting opportunities. 

That is tough, very difficult to counter that economic rhetoric un- 
less you can cite specific examples as you did very eloquently. 
Could you please elaborate on that, the example you gave earlier, 
talk a little bit more about how these distortions oftentimes hurt 
those who need the economic assistance the most? 

Mr. Nader. Well, first of all, take the Marriott hotel chain. They 
got a $38 million tax break to stay in Maryland. Now, what if you 
owned a 20-room inn a mile from one of the Marriott hotels? How 
would you feel? You don't get a tax break. You have to pay your 
bills. There must be a simmering of displeasure among many small 
businesses who see their competitors get the breaks and the sub- 
sidies, et cetera, when they can't. To highlight this, I often imagine 
what would happen if in New York City 500 small businesses got 
together, petitioned to Mayor Giuliani and said if the city does not 
give them a big tax break, they will move to New J ersey. You see, 
it is only if you are big enough that you get these breaks. 

The other thing is I think the record shows that joint govern- 
ment business R&D like these partnerships with the auto industry 
are the worst idea imaginable. They freeze innovation. They freeze 
competition. They tell the three auto companies, hey, you don't 
have to compete with one another anymore, you are in with Uncle 
Sam in enormous number of meetings producing nothing. Six years 
into the program, $1 billion almost expended, there is almost noth- 
ing to show for the clean car program. In the meantime who is 
coming in with a 75 mile per gallon car next year? Honda and Toy- 
ota. They are not part of this so-called clean car initiative. So it ac- 
tually restrains innovation. 

Now, there are some government programs that are valuable. If 
you want to make one distinction, subsidies by the many for the 
many— that was, until recently, the postal system for years— may 
often be meritorious. Subsidies by the many for the few are very 
mischievous, very unfair, and they have a lot of unintended con- 
sequences, as well as entrenching interests. 

Mr. SuNUNu. I would like to hear you talk a little bit more about 
the partnership for a next generation vehicle. It is a very signifi- 
cant investment in automotive technology, and we all recognize the 
importance of the automobile to this society. 

But I think there is no denying the fact that the corporations 
within the automotive industry right now are enjoying very signifi- 
cant success. Now, there is a little irony here because you are one 
that at least part of your notoriety or famous name is due in part 
to your interest in automotive technology back in the 1970s. But 
at the same time, you are pointing out the inefficiencies and the 
market distortions associate with this particular program under 
which partnership for the next generation vehicle we are spending 
upwards of $200 million to develop technologies that ought to be 
developed under a competitive environment nonetheless. 
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I want to talk a little bit about that irony, and under what cir- 
cumstances do you think that the Federal Government ought to be 
subsidizing, in this case automotive technology, but any applied 
technology in general. 

Mr. Nader. Well, first, I objected to that program when it was 
first announced in 1993. I wrote a letter to the White House giving 
my reasons. One reason is that it effectively exempts the domestic 
auto industry from the antitrust laws. The major auto companies 
have a very notorious history of product fixing. Basically, through 
their trade association, they agre^ not to develop and market pol- 
lution control devices. If one went first, the others were going to 
have to follow, and there is all kinds of tumult, et cetera. So they 
agreed not to compete. 

And I also suggested that if the government wanted to develop 
a clean car and they realized that the auto industry, notwith- 
standing its massive profits, was not willing to put R&D money in, 
was not willing to fund MIT, your alma mater, or something to de- 
velop a clean car, you know how I would do it? I would do it the 
way canned food was developed. 

When Napoleon, unfortunately for a very bad purpose, Napoleon 
wanted canned food to take his armies to Russia because they 
couldn't rely on a steady diet, he had a contest. When the utilities 
wanted to see developed an efficient refrigerator a few years ago, 
they had a contest. I think Whirlpool won it. 

So if the government wants to really stimulate innovation and 
they can't get the industry to do what is necessary, have a tech- 
nical contest with clear specifications so that all the best ideas and 
proposals come to the forefront. 

Mr. SuNUNU. Thank you very much. Let me ask one final ques- 
tion and that has to do a little bit with the angular approach to 
this problem. We have passed in this committee a budget process 
reform bill. It is going to see votes on the House Floor in the com- 
ing weeks. It does include some provision for encouraging commit- 
tees to perform oversight and to come up with a schedule for reau- 
thorizing programs so that we don't see funds continually appro- 
priated for those that aren't authorized. Beyond those ideas, is 
there anything that comes to your mind that you would like to see 
included and an overhaul of the budget process so we don't see— 
so that we minimize the likelihood of funding the corporate welfare 
we have been talking about but also so that we have a process that 
is as open and as efficient as possible? 

Mr. Nader. Yes. In fact, the reason why we now know anything 
about tax expenditures is because there is a requirement for the 
Treasury to report tax expenditures, but they don't report it by 
company; they report it by category. So now there is a little bit 
more fertile public discussion and debate. 

The first thing I would say in response to you is to require a pat- 
tern of disclosure, so that Congress and the public knows what the 
benefits cost, and who is getting what. That could be a very good 
part of the budget. Another part could be a sunset provision. An- 
other part could be an explanation by the disbursing agency as to 
the effects of the corporate welfare. Citizens for Tax j ustice Execu- 
tive Director Robert McIntyre will testify later in the day, but a lot 
of these tax breaks, say, for the energy industry, didn't produce 
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what they were designed to produce, whether it was domestic ex- 
ploration instead of foreign exploration or whatever. 

A lot of the investment tax credits don't produce increased in- 
vestment and productive appointment and so the question is to say 
to the bureaucrats, OK, you have been doing this program now for 
10, 15 years on the basis that it is going to fulfill a certain purpose. 
Has it fulfilled a purpose? 

Mr. SuNUNu. But to slightly distort an old adage, figures lie and 
bureaucrats figure. You can always look at a program and con- 
struct some argument that, well, the funds that we disbursed 
moved through the hands of eight different corporations, and their 
total employment is 1.2 million jobs and to essentially take credit 
for opportunity growth and activity that is already there but to 
nonetheless create what looks like a strong economic argument for 
these programs, and I have seen that time and again. My concern 
with that would be that the quality of the information wouldn't 
necessarily be up to your standards or mine for that matter. 

Mr. Nader. That is true. You can never avert that risk. How- 
ever, Stanly Surrey when he was at the Treasury Department did 
come out with reports saying that certain investment credits, tax 
credits, et cetera, just didn't work. There are opportunities for more 
candid and trustworthy government officials to have their say. 

I would also have a public docket. Under the Administrative Pro- 
cedures Act, if you are dealing with regulation, say a proposed safe- 
ty standard, the relevant agency has a public docket, everyone gets 
their licks in, then they put out the final standard, and it is subject 
to judicial review. There is no such process dealing with subsiciies, 
not for billion-dollar loan guarantees for liquified natural gas tank- 
ers, or for others. As a result, people who don't like what is going 
on in universities and corporations in terms of technology transfer 
have no voice. There is no administrative opportunity before the 
agencies and departments to have an input. 

Procedural due process is probably one of the greatest contribu- 
tions of the rule of law in the history of the world. We always have 
to ask the questions if there is an abuse, is there a procedural due 
process? Is there a public docket? Does the agency have to justify 
its actions? You know that when there is some officials who dissent 
from the official line— let us say there is a six-person agency or a 
three-person agency, there is an opportunity for dissent. I n the cor- 
porate welfare area, it is fiat, fiat, fiat, that is the way it comes 
out. 

Mr. SuNUNU. Thank you. Thank you very much, Mr. Chairman. 

Chairman Kasich. Gentleman from North Carolina is recognized, 
Mr. Price. 

Mr. Price. Mr. Nader, I want to thank you for your appearance 
here today, for your comprehensive, well -prepared, well -presented 
testimony. That doesn't surprise me. I learned a great deal from 
you years ago as a Senate staffer on the staff of Senator Bob Bart- 
lett as we were laying the groundwork for the Radiation Protection 
Act, as you may remember; and we had hearings on that subject 
in 1967. 

You may have noticed that two of the pioneers who testified in 
those hearings Merril Eisenbud and Carl Morgan both recently 
passed away. But I am glad to have you here today and to have 
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you open up this rather complicated subject which we do need to 
attend to, and I appreciate the Chairman for scheduling these 
hearings. 

You began your testimony with an attempt to define corporate 
welfare, made a couple of runs at it, and then came up with what 
seemed to me to be well -conceived screens that might be applied. 
I gather your point is not to say that anything that one might de- 
fine as corporate welfare is per se— that that doesn't automatically 
argue for its elimination, but it does place a certain burden of proof 
on the policy, and these screens suggest ways in which it might be 
further explored. 

You furnish some very clear examples, it seems. Mr. Chairman, 
if we are looking for something to head the list, it seems to me that 
the 1872 Mining Act surely would be a candidate where these com- 
panies are mining Federal lands basically free of charge. There are 
many convincing examples. 

What I want to ask you to do, though, is to deal with some cases 
that might be more difficult and to help us figure out how these 
screens might work. There are all kinds of groups, of course, using 
this designation of corporate welfare and arguing on that basis that 
subsidies or tax expenditures ought to be eliminated. 

Let me just ask you about a couple of examples that seem to me 
much more difficult. One screen you might have added, it seems to 
me, is whether a given program, even though it fits, might actually 
save greater expenditures given the alternatives. Crop insurance 
might be an example. Crop insurance definitely helps our farmers, 
I think, in important ways. It also happens to avert greater ex- 
penses that might come about through disaster relief, and that is 
the whole rationale or one of the major rationales for crop insur- 
ance. The expenditures are significant, but the expenditures, if crop 
insurance weren't there, are surely even greater, and then obvi- 
ously you also factor in the factors of public benefit. 

Ancf then also, what about policies where the corporate welfare 
aspect is incidental to a larger purpose? I am not sure the screens 
quite catch that either. For example, the Citizens for Tax j ustice 
have been very critical of tax exempt bonds for State and local gov- 
ernments. Well, surely the bondholders do benefit, but the much 
larger purpose, of course, is to enable State and local governments 
to raise revenue for public purposes. 

I don't know if those two examples trigger any thoughts that you 
might want to share, but it does seem to me that while there are 
some very clear and very egregious examples, we also do need to 
define rather carefully at the margins what kinds of policies do and 
do not fall within this rubric and what it would take to justify 
them. 

Mr. Nader. Well, you have made two very fine points. You know, 
sometimes these business welfare programs occur because the pri- 
vate sector is not willing to come forth. Crop insurance is such an 
example. Farmers had a great deal of difficulty getting any private 
crop insurance. It was a hard thing to actuarially package, and so 
the system in place now was launched. So sometimes when the 
marketplace itself does not provide either any entry or a reason- 
ably priced entry, the government moves in, and that is true for 
Price Anderson. It is true for crop insurance. 
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Right now, if you look to crop insurance, you would have to re- 
evaluate it and say, number one, can the farmers through their co- 
operatives— and they have large cooperatives— provide their own 
insurance? Two, is the private sector, now that it has seen that 
crop insurance, is actuarially assessable, et cetera, able to provide 
a better service than the present system? So that is part of re-eval- 
uating something that was a very needed public service for farm- 
ers, given locusts and storms and other disasters, which as you say 
would have come right back to the taxpayer in terms of even great- 
er expenditure. 

On municipal bonds— I am sure Bob McIntyre can elaborate on 
this, as well as the many other good people who are coming later 
in the day. It is important to raise the question, given some of the 
scandals in the municipal bond area now and the lack of competi- 
tion, because the market is often cornered by a few firms, can the 
economic advantage to local communities of using tax exempt 
bonds be directly handled rather than indirectly through some di- 
rect Federal, State and local relationship? I am not certain that 
that would come out that way, but again, what might have been 
a good idea 20 years ago might have 1^ to an abuse today. Market 
conditions change, more certainties are realized. Let us look at it 
again. I think that is important. 

There is no question that Federal subsidies programs have 
launched new industries. As I mentioned, some of the most bur- 
geoning industries in the country wouldn't be anything like they 
are today without government research and support for vital tech- 
nology. The 707 came right out of a military plane. The whole 
semiconductor industry and the computer industry benefited from 
the infusion of government R&D. NIFI has played a leading role in 
developing health science industries. 

Then you say, what about reciprocity? Why is it a giveaway? 
What rights do the public have to public broadcasts on the public 
airway? What rights do the public have to the Internet, which is 
heavily subsidized and created by the public? 

I think what Chairman Kasich has done in this hearing is resur- 
rect an old-fashioned tradition at Congress, which is to take an 
issue and begin looking at it with great detail and great input by 
the membership. Pretty soon you will get input from around the 
country because they will hear about it. 

So we don't come in with some categorical notion of everything 
out, or everything in. What we do is establish a set of principles 
from fairness to strict economic returns for government assets that 
make this issue much more effective and workable. I mean, the 
idea of billions and billions of dollars going into coal and oil and 
nuclear and very little in the last 50 years going into renewable 
and energy conversation by comparison is just bad economics. It is 
bad environmentalism. It is a bad use of taxpayer dollars. 

We could now have the biggest solar export industry in the 
world. Instead, we are slipping behind J apan and five European 
countries, but we have had all these boondoggles, the so-called 
clean coal initiative which will be examined later, the infamous 
synfuel boondoggle, billions of dollars down the drain, which came 
because there is no congressional input and no public review. 
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It is largely secret, and bad mistakes are made by subverting 
demcxratic prcxiesses, subverting prcxiedural safeguards and sub- 
stantive input. As the old saying that was attributed to President 
J ackson goes, "If a country's in trouble, the solution is not less de- 
mocracy, it is more democracy." 

Mr. Price. Well, I appreciate that elaboration. We might in the 
end agree or disagree on specific policies that would pass these 
screens or would pass the test, but I think you usefully suggested 
some questions we ought to be asking and some burdens of proof 
we ought to be imposing. Thank you. 

Chairman Kasich. We are going to have three Members up 
shortly, so I would ask members to— we will move along and have 
Mr. Nader kind of limit his remarks. Mr. Moran, gentleman from 
Virginia, any questions? 

Mr. Moran. There was a list of 13 witnesses, but it was not bal- 
anced. I don't see any witnesses that actually have some experience 
in the use of these programs. What we have is a list of witnesses 
like Mr. Nader who has done some extraordinarily good research 
and is very articulate and persuasive, and we have Members who 
have already made up their minds and have introduced legislation. 

But I think a hearing like this is going to be more effective if we 
have individuals in businesses that are directly affected by this, 
using these programs and have an opportunity to justify it, and let 
us decide whether they make their case or not. 

I understand there was somebody that you had invited, a tech 
executive, but they didn't come, although they were never on the 
original list. So I think if I am going to do this, it would probably 
be more effective to at least give the appearance of more balance 
because I would like to hear from them and better understand how 
these programs are supposed to work. 

I agree with Dave Price that I can't for the life of me figure out 
how we can justify economically to the majority of the population 
maintaining the 1872 mining law. Most of the companies that have 
benefited from it are foreign firms anyway, and they get in many 
cases billions of dollars using public property that they are mining 
and are paying, what, two fifty an acre or something in some cases. 
This is absurd. I mean, it is almost criminal to be able to take that 
from the public, to use it for such high profit making companies 
that make such high profits and have a very substantial profit 
margin, it appears. So that is pure politics. It is Congress' fault. It 
is inexcusable. It would seem we ought to do something about it. 

Likewise, some of the timber programs where we pay for the 
roads, and the royalties we get don't come close to paying for the 
cost of the roads, and oftentimes in the virgin forests or forests that 
clearly have an ecological benefit to the entire population; so, 
again, it would appear to be pure politics, and even in timber pro- 
grams, increasingly these seem to be Canadian, j apanese firms, 
particularly j apanese firms, and they are processing the lumber in 
their country, which is where the jobs are. The jobs aren't so much 
in cutting down the trees. It is the processing and selling the lum- 
ber and marketing the paper and so on. 

The third one is in grazing. How private landowners can compete 
for offering grazing on their land when the public gives it such a 
deep, deep subsidy is again scandalous to be doing that. Of course. 
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pcxDr Mike Synar used to do that every time, and every year he 
wouid try to correct it, and the peopie in his district were furious 
at him. They had the benefit, they didn't want to iose it, and peopie 
iike you are a reai annoyance when peopie have a nice benefit 
going, a nice thing going for themseives and somebody iike you 
comes up and say, hey, wait a minute, this isn't fair; this ought to 
be corrected. 

And i know that there are few of us on the Hiii who have the 
kind of inteiiectuai strength and courage that you have consistentiy 
shown throughout your career. Basicaiiy, that is been your career, 
and i appiaud you for doing so, Mr. Nader, i do think sometimes 
you go a iittie over the top on some of this stuff— you get a iittie 
carried away— and that is why i want to hear from some of the 
beneficiaries of these programs so we can make sure that we have 
got a baianced presentation. 

Some of the foreign programs where we offer subsidies, OPiC 
reaiiy pays for itseif, and so whiie you can argue that that money 
may not be used most efficientiy, we do get enough money back 
that i think it washes, but when you get into the iMF— and i guess 
you are not recommending eliminating ESM— but I think you ref- 
erence some programs like the IMF and so on, probably the en- 
hanced structural adjustment, et cetera. 

We have got an awful lot of poverty throughout the world, and 
we could give it in direct grants and too often those direct grants, 
at least during the Cold War period, went to people in power, and 
they used it and little of the money stayed in the country except 
in their palaces and most of it wound up over in Switzerland in the 
case of some countries. 

So I think if we are going to provide aid, it ought to be in the 
form of loans, even if we write off those loans and deeply subsidize 
the interest cost. But you know, if we become too perfectionist in 
our approach, there is very little we are going to do, particularly 
in terms of foreign countries where we have very little control over 
their forms of emerging democracy and free enterprise systems. 

So I just want to see some caution in this, but nevertheless, I 
would like to see a lot more progress than has been accomplished. 

I liked your article, a terrific article, but it brings to mind some 
testimony that Donald Trump gave in the early 1990's when we 
had the credit crunch and the recession, particularly in commercial 
offices, and he said, you know, the problem is the 1986 law— I am 
looking for a light; I don't see a light, but I guess you are being 
generous, thank you— the problem is the 1986 law. Fie says that, 
you know, I made more money from the 1986 law that gave an 
across-the-board benefit to wealthy people like me than I did under 
the preceding tax code, but I have done much less to generate jobs 
and to act in a way consistent with the public welfare. 

Even though I would still be making money, I wouldn't be mak- 
ing as much money and my money would be much more targeted 
if it hadn't been for that 1986 law, and he suggested we ought to 
target tax incentives. Fie said if you target tax incentives, I am 
going to where the money is. Where if tax incentives are— I am 
going to spend more of my money in ways that are consistent with 
what public officials consider to be in the greatest good. 
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Likewise, technology executives, particularly when they were 
asked what would you like, they made us the most selfish rec- 
ommendation, which is human nature. We would like an across- 
the-board tax cut, so we pay less personal taxes, and we eliminate 
a lot of tax incentives. Subsequently, those industries came back 
and said, you know, that really wasn't what was in our best inter- 
est. It hurt jobs, it hurt our industry, and we wish that we could 
put back some of those targeted tax incentives. 

This is the argument I am making with you. I am sort of using 
you as a foil here because I am really directing it at our Chairman, 
who vastly prefers across-the-board tax cuts instead of targeted tax 
incentives. 

Chairman Kasich. Gentleman's time is definitely winding down. 
J im, we have got some Members here. 

Mr. Moran. But that is what I am trying to elicit from you. If 
you are going to have one or the other, don't we accomplish more 
with targeted incentives than across-the-board tax cuts? How is 
that for winding up real quick? 

Chairman Kasich. Good job. 

Mr. Nader. I am going to answer this very quickly. The biggest 
abuses come from these targeted tax cuts. They are not followed 
through to see whether they register. Most of those haven't reg- 
istered. The safe harbor targeted cut in 1981 was a disaster in 
terms of its pretension to increase investment in productive equip- 
ment. General Electric made $6.5 billion in those 3 years, receiv^ 
a $120 million refund, paid no Federal income tax, and then in- 
vested in buying RCA. What they would have paid to the govern- 
ment they used instead to buy RCA. That further concentrated the 
number of contractors to the Pentagon and didn't create new jobs 
or new productive equipment. 

So I would hold that targeted tax cuts should be very, very nar- 
rowly tailored, like if we want to build a solar energy— incubate a 
solar energy industry and there is a definite way to measure it, 
that is a good targeted tax cut, but overall it is an invitation to 
broad abuse. 

Mr. Moran. Well, I can see 

Mr. Kasich. The gentleman's time has kind of expired here. I 
know he didn't get the answer he wanted, but that is OK. 

Mr. Collins, do you have any questions? 

Mr. Collins, j ust briefly. 

Chairman Kasich. The gentleman is recognized. 

Mr. Collins. You mentioned targeted tax cuts. I think tax cuts 
should be targeted to working folks in this country, but I also think 
that there should be some targeted tax incentives to create jobs for 
working folks in this country. 

j im, you just mentioned you would love to hear from some how 
tax incentives or the lack of tax incentives affect their particular 
industries. I just left the Ways and Means Committee, and some 
of that is going on over there right now, especially in the area of 
international trade as how foreign tax codes differ from U.S. Tax 
codes. 

In Mr. Nader's remarks here he refers to the Daimler, Daimler 
Chrysler corporation and an interesting question was, why is it not 
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a Chrysler Daimler, Daimler corporation which would be a U.S. 
Corporation versus a German corporation? 

I am sure that several things went into making the decision as 
to why it is headquartered in Germany or one of the large parts 
of that decision was not even a consideration. It was the fact that 
the U.S. Tax codes are very brutal to corporations, especially those 
as compared to tax codes in Germany and other nations. So there 
is a lot of consideration that is going on in not only just England. 
Chrysler, which you have other corporations like BP and Case and 
Volvo, all of those, the headquarters are in other countries rather 
than here. Eventually I am afraid you will see more and more of 
those U .S. J obs go to those nations where there is a more favorable 
tax code, tax incentives, tax provisions that some people would call 
corporate welfare. 

Thank you, Mr. Chairman. 

Mr. Kasich. I want to thank you for coming today. We are going 
to have testimony from Mr. Sununu, Mr. Shadegg, and Mr. Miller, 
and I encourage you at some point to perhaps give Mr. Miller a 
call. He has been fighting a long struggle on the issue of sugar that 
I think would be very interesting for you to talk to him, and I will 
also let the panel that is going to come soon of the conservatives 
know of your interests to on one level see if we can find one or two 
issues where we can raise some public support to make a change, 
and I want to thank you for your appearance here today and your 
exhaustive testimony and we will just see where this whole thing 
will lead. 

Mr. Nader. Thank you. I think this is a good beginning today 
and we hope to follow through on some of your suggestions. I thank 
the members of the committee as well. 

Chairman Kasich. Thank you, sir. We are now going to recognize 
Mr. Sununu from New Hampshire, Mr. Miller from Florida, and 
Mr. j ohn Shadegg, Congressman Shadegg from Arizona. I think 
that to get started, we will recognize Mr. Miller. Congressman Mil- 
ler from Florida can proceed. 

STATEMENT OF THE HON. DAN MILLER, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF FLORIDA 

Mr. Miller. Thank you, Mr. Chairman. Let me thank you for 
having this hearing. It is a special week for you, I think because 
the President announced earlier this week, and CBO will be an- 
nouncing tomorrow, that we are going to have the first real budget 
surplus in 25 years. This is something I know you have been work- 
ing on in your now seventh year in the Budget Committee so it has 
to be a very satisfying week for you. 

However, what I am here to talk about is the corporate welfare 
program, the sugar program, which I call the sugar daddy of cor- 
porate welfare. It is a program that is bad for consumers; it is bad 
for taxpayers; it has cost jobs that are lost in this country. It is bad 
for the environment and it is really bad economic and trade policy. 
Basically the way the program works is we can't grow enough 
sugar in the United States so we have to import sugar. But we re- 
strict the amount of sugar that is brought into this country to 
maintain a high price of sugar. The price of sugar in the United 
States is over four times the world price. You can go to Canada and 
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you can buy sugar today for about five cents a pound. In the 
United States we pay over 20 cents a pound for sugar. The price 
of sugar has been maintained at that rate for the past many years 
because of Federal policy. It is something I say costs a lot for the 
consumer. 

Now, we passed a farm bill back in 1995, and it was a very good 
program. We really reformed a lot of agriculture. I think it was one 
of the major pieces of legislation this Congress passed over the past 
several years because it did reform some antiquated programs. 
However, the sugar was one program that was barely changed. 

This program costs the American consumer over a billion dollars 
a year. Sugar is used in everything from cereal and candy. It is a 
regressive type of tax too, so it is something that costs consumers 
and is going to cost the Federal Government because we are major 
purchasers of food products whether it is in food stamps, veterans 
hospitals, the WIC program and such. It is corporate welfare be- 
cause 42 percent of the benefits goes to 1 percent of the growers. 
In my home State of Florida, two companies control 75 percent of 
the sugar. So it is not like you have a little family farmer in the 
sugar business. One family has over $65 million a year benefit 
from the sugar program, according to the GAO estimates. 

This is not only corporate welfare in the United States, it is cor- 
porate welfare around the world because we give quotas to other 
countries. So if someone grows sugar in Australia where they have 
a free market of sugar, they sell it around the world for about a 
nickel a pound; however, in the United States we pay 20 some 
cents a pound for it. In the Dominican Republic, which has the 
largest of the quotas, most of that quota is controlled by the same 
family in Florida that is a dominant sugar grower in Florida. That 
is a corporate welfare that helps a select few people all over the 
globe. 

There are jobs being lost, first in the refinery business because 
we have lost sugar refineries all across the country. We had 11 of 
them close, good paying jobs in this country because of the sugar 
program specifically. It also affects jobs because of companies that 
use sugar will not continue production in the United States. I will 
give you a classic case and it is from Georgia and it is a company 
called Bob's Candies. It is a third generation company that makes 
candy canes. They can't continue making them in the United 
States because the sugar is so expensive. They have to move them 
outside the United States because sugar is so much cheaper to 
produce them there and then bri ng the candy canes i nto the U nited 
States. 

Environmentally it is a costly program for Florida because of the 
Everglades. The sugar program creates incentives for overproduc- 
tion and overutilization of the land which then creates all the dam- 
aging runoff on the Everglades. We will be announcing tomorrow 
a big effort to restore the Everglades. The Vice President will be 
up on Capitol Hill tomorrow to make the announcement but we 
will be spending billions of dollars over the years. 

I n adaition, this is another crazy part of the program, is the solu- 
tion to the Everglades problem, is we are buying a lot of the Ever- 
glades sugar lands so we have more areas to detain the water and 
filter the water. We are buying the land from the sugar companies 
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at inflated prices because of the sugar program. I mean, it makes 
no sense, the whole program. And then trade. I am a supporter of 
free and open trade and fair trade, but when we go and open up 
markets for our products around the world and that is what our 
trade policy should be is to open up markets for our products, other 
countries say, wait a minute, you restrict us to sell sugar to the 
United States. Why should we open up our products to you? We are 
the most open country there is on trade in the United States, in 
the world, and yet sugar, we restrict it. It is hypocritical of our gov- 
ernment to be defending the sugar program and at the same time 
trying to say open up your markets. 

This is a program that's bad big government. As I say, it is bad 
for the consumer. It is bad for the taxpayer. It is bad for the envi- 
ronment and it benefits a limited number of sugar barons in this 
country. It is a program that we fought very hard and my col- 
leagues here worked with me in 1995 during the authorization. We 
were not successful. I appreciate your support in the past, and I 
look forward to having the challenge one more time to finally elimi- 
nate this sugar daddy of corporate welfare. 

I ask that my official statement be put in the record. Thank you, 
Mr. Chairman. 

[The prepared statement of Mr. Miller follows:] 

Prepared Statement of Hon. Dan Miller, a Representative in Congress From 

THE State of Florida 

Chairman Kasich, ranking memba" Spratt and feliow Members of Congress, I am 
giad to be back before this Committee on which I served during the 103rd, 104th 
and 105th Congress. I miss my assignment on the Budget Committee and the oppor- 
tunity to participate in criticaiiy important debates such as the issue of corporate 
weifare. 

I am here today to discuss the sweet deai that sugar producers are receiving 
under the sugar daddy of corporate weifare; the U .S. sugar program. 

Contrary to what the big sugar producers may teii you, the sugar program was 
not reformed in the 1996 Farm biii. Whiie other farm commodities wiii graduaiiy 
experience a phase-out of price supports, big sugar producers wiii continue to reap 
the benefits of this corporate weifare program. 

Through price supports, the sugar program keeps the price of sugar in the United 
States artificiaiiy high. By tightiy iimiting the amount of sugar that may be im- 
ported into the United States, and subsidizing the operations of sugar producers 
through Federai ioans, the sugar program forces the price of domestic sugar to be 
at ieast twice as high as the price of sugar on the worid market. 

Whiie this is a sweet deai for sugar producers, it ieaves a sour taste in the mouths 
of taxpayers, consumers, American workers, and the environment. GAO estimates 
that the sugar program costs consumers more than $1 biiiion every year in higher 
prices for food and tabie sugar. J obs for American workers have been eiiminated be- 
cause of sugar refineries that have been forced to shut down and because of compa- 
nies relocating overseas where sugar is cheaper. 

The environment is damaged by sugar production in Florida. The subsidized pro- 
duction of sugar in Florida results in phosphorous-laden run-off flowing into the Ev- 
erglades, which contributes to the destruction of this fragile ecosystem. Amazingly, 
the Federal Government continues to subsidize sugar producers, even as Congress 
participates in a multi-billion dollar project to repair the damage done to the Ever- 
glades. Tomorrow, the Army Corps of Engineers will announce a long-awaited and 
ambitious plan to save the Everglades. 

Further, the sugar program harms our position with foreign governments when 
negotiating trade agreements. Much of the financial hardship being experienced by 
our nation's farmers is due to contraction of overseas markets for U.S. agricultural 
exports. We need to work to open the markets in foreign nations. It is hypocritical 
and counterproductive for the United States to protect the sugar industry while urg- 
ing other countries to reduce their trade barriers. Quite simply, our negotiators 
must decide whether it is more important to preserve an outdated sugar program 
than to open markets for competitive American farm products. 
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For the past several Congresses I have introduced amendments to the Agriculture 
Appropriations Bill as well as stand alone legislation to reform the Federal sugar 
prc^ram. This year I introduced FI.R. 1850 with Congressman George Miller (D-CA). 
This Miller-Miller bill currently has 57 bi-partisan co-sponsors including Chairman 
Kasich and seven other members of this subcommittee. Senator Charles Schumer, 
Senator J ohn Chafee, Senator J udd Gregg and Senator Dianne Feinstein have intro- 
duced companion legislation in the Senate. FI.R. 1850 has the support of national 
taxpayer, consumer, and environmental advocacy groups. 

As my time is limited I will concentrate on the corporate welfare aspects of this 
program. Specifically, how the sugar program costs consumers over $1 billion dollars 
a year and it benefits a select few sugar producers. Moreover, I will discuss how 
the sugar program kills U.S. sugar refinery jobs. 

Costs to Taxpayers 

The GAO has estimated that the present sugar program costs over $1 billion per 
year in higher prices for table sugar and food. This cost has been confirmed by Pub- 
lic Voice for Food and Flealth Policy. Not only do higher costs affect the prices paid 
at the cash register, they affect the taxpayer in the costs of government. Fligher food 
costs mean higher entitlement spending under Food Stamps or other government 
programs such as school lunches and Meals on Wheels. It is a regressive form of 
corporate welfare benefitting a select few producers while making every consumer 
pay more at the cash register to justify this program. The U.S. Department of Com- 
merce has noted that the "effect of the sugar program is similar to a regressive sales 
tax, which hits lower-income families harder than upper income families." If you 
support regressive taxation, then I guess you have no problem with the U.S. sugar 
program. If you do not favor taxing the poor more heavily, however, you should 
favor changes in our sugar policies. 

Finally, the flight of businesses out of the country due to the high domestic cost 
of sugar results in lost revenue at the local, state and Federal levels. Although no 
calculation of this lost revenue is currently available, it is significant in light of the 
many thousands of displaced workers. 

Benefit to a Select Few 

The GAO reported that 42 percent of the sugar programs benefits went to just 
1 percent of the sugar producers in 1991 and 33 big sugar barons each received 
more than $1 million in extra revenues under the program. One producer even re- 
ceived $65 million in 1 year. 

Time Magazine did a story last November on the Fanjul family that outlined how 
the U.S. sugar subsidy has helped propel this family into the ranks of the multi- 
millionaires. I commend it to your reading as it fairly captures how the sugar pro- 
gram helps a few well connected folks while sacrificing the good of the rest of the 
country. 

I must emphasize this because you will hear; "Don't kick farmers when they are 
down" or "the family farm needs support, not a kick in the teeth." Great sound bites, 
but totally inappropriate with the sugar program. Sugar plantations are not family 
farms in the normal sense of that phrase. In 1995, the USDA compared the non- 
cash economic benefits that accrue to farmers of various commodities thanks to gov- 
ernment action. Wheat gets $23 per acre in government benefits, cotton farmers $87 
per acre. Sugar gets $472 per acre. Moreover this artificially high price per acre of 
sugar acreage complicates efforts to restore the Everglades by creating an economic 
incentive to utilize more Everglades for sugar farming. And this benefit goes to a 
select few sugar barons. 


J OBS Lost 

The two main American industries adversely affected by our sugar program are 
sugar refineries and manufacturers of products that utilize sugar. 

Often, sugar refineries are unable to find a consistent and adequate supply of 
sugar to operate year round. The variations create economic inefficiencies and waste 
which result in these facilities being unable to stay in business. Moreover, refineries 
process sugar and require sugar cane and beet to operate. Needless to say, buying 
this raw material in the United States is overly expensive when compared to the 
world price. Why would a company buy large quanities of sugar cane at $ .22 per 
pound when they can buy at $.045 per pound in a foreign nation and take advan- 
tage of other favorable economic factors such as labor costs and government regula- 
tion? 
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Accordingly, it is not hard to see why our sugar system is sending refinery jobs 
overseas. As recently as 1981 there were 23 sugar refineries in the United States. 
Today, there are only 11 refineries. Over 3,500 jobs have been lost by closures at 
the refineries due to a sugar program that only benefits a select few. (See Exhibit 
A, which follows:) 
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Similarly, manufacturers of products that rely on sugar are greatly affected by the 
present sugar subsidy. Ask any businessman would they rather buy sugar at 22 
cents per pound or at 4.5 cents per pound and they would all agree they would like 
the cheaper sugar. Even with a duty that raises the cost to over 19 cents per pound 
when sugar is brought into America, businessmen know that 19 cents is cheaper 
than 22 cents. And businessmen know that they need to pack up and leave the 
United States if they want to get that cheaper sugar. Also, the incentive remains 
to move operations overseas if the company is pursuing an aggressive export strat- 
egy. 

I think the best example of the present sugar program driving jobs out of America 
is the story of Bob's Candies. Bob's Candies was the largest producer of candy canes 
in America. Candy canes are a very cyclical industry and are made to be a low cost 
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candy. However, the U.S. sugar program throws large roadblocks In the way of do- 
mestic candy makers. Accordingly, Bob's Candles moved toj amacia where sugar Is 
much cheaper. The president of Bob's Candles recently told Reader's Digest that the 
company would save more than $2 million a year In raw materials If the sugar pro- 
gram was scrapped. This savings would enable the company to keep jobs In America 
and lower retail prices. Unfortunately, It just makes good business sense to go over- 
seas to get cheaper sugar to make candy. How many Bob's Candy Canes will this 
Committee tolerate? 

Also, the Committee should note that the cost of our sugar program was a main 
reason why Coke and other soda companies do not use sugar In soft drinks. Sugar 
got too expensive. The program priced sugar out of the lucrative soft drink Industry. 
Instead, soft drinks now use high fructose corn syrup (HFCS) which does not have 
the high costs and economic Inefficiencies of the sugar program. 

Finally, 1 ask this committee to keep In mind the fact the sugar Industry Is not 
large In comparison to other aspects of the economy. According to USDA data there 
are between 40,000 and 70,000 jobs directly related to the sugar program. This Is 
a small number compared to the 520,000 jobs In the food processing Industry or the 
thousands of lost Everglades related tourist jobs. Congress must not blindly protect 
a small special Interest sugar program at the expense of the greater good. 

Conclusion 

I am grateful for the Budget Committee and Its willingness to stand up to the 
sacred cows of government. 1 believe sunshine on these programs Is one of the great- 
est ways to fix the outrageous use of corporate welfare to give the select few a ben- 
efit at the expense of everybody else. The sugar program Is the epitome of this sys- 
tem. It Is a regressive system that raises the costs of goods for all consumers. It 
contributes to the destruction of the Everglades, It causes U.S. jobs to move over- 
seas, and It harms American efforts to open trade markets around the world. Con- 
gress must end this sweet corporate welfare cavity. I hope any member with ques- 
tions about the sugar program will feel free to contact me or my staff at any time. 
1 urge this Committee to support the Miller-Miller bill (H.R. 1850) and all other ef- 
forts to end the sugar program. Thank you. 

Chairman Kasich. The gentleman from Arizona is recognized. 

STATEMENT OF THE HON. J OHN B. SHADEGG, A REPRESENTA- 
TIVE IN CONGRESS FROM THE STATE OF ARIZONA 

Mr. Shadegg. I thank you, Mr. Chairman, and members of the 
committee. It is a privilege to be here with my distinguished col- 
leagues and to speak before this committee. As many of you know, 

I was once a member of this committee and philosophically I still 
feel like a member of the committee. 

Under you leadership, Mr. Chairman, I think the committee has 
endeavored to create a smaller, less expensive, less intrusive and 
more responsive Federal Government, but to achieve those goals it 
is critically important that we aggressively seek out and eliminate 
wasteful bureaucratic spending and especially corporate welfare. 

Now, you say those words and of course anyone in the corporate 
world immediate becomes defensive. Many of the projects which we 
label corporate welfare are indeed well intended and in fact bene- 
ficial. But most importantly, I would note the private sector, not 
the Federal Government should be funding the bill for those 
projects. I would also note that it is worth some reflection by us 
that guided in this job as we are by the U.S. Constitution, nowhere 
in that great document which sets out our specific enumerated 
powers are we given the authority to subsidize the private sector. 

Mr. Chairman, the American taxpayer is being asked every day 
to pay more and more and a greater share of his or her earnings 
to the Federal Government. Families are forced to live with both 
spouses working just to get by and sustain their lifestyle, and I 
think we have seen some of the consequences of that excessive tax- 
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ation burden on the families of America, particularly with the spec- 
ter of the Columbine High School incident and others like it where 
one has to wonder if the tax burden isn't forcing families to spend 
too much time out of the home and not enough time at home. I 
think that is a new and compelling reason for you to focus your ef- 
forts on corporate welfare. 

I want to focus my remarks largely in the energy area and I am 
going to cite some examples which are well known to members of 
this committee. The first one of course is one that we discussed 
when I was on the committee, and that is the Department of Ener- 
gy's fossil energy R&D plan. I would note we have had some suc- 
cess under your leadership on this issue. Since the Republicans 
took the majority of the Congress that budget has been cut by 15 
percent but it is still funded at a level of over $1 million per day. 
Let's look at the program. It is intended to help coal, oil, and gas 
industries to maintain their market share by allowing them to 
draw on government funded research on new products and proc- 
esses. And yet the Congressional Budget Office looking at the En- 
ergy DqDartment's fossil R&D program specifically said in a report 
issued just— in April of this year. Federal programs in the fossil 
fuel area have a long history of funding technologies that while in- 
teresting technically had little chance of commercial feasibility 
even after years of Federal investment. As a result, much of the 
Federal spending has been irrelevant to solving the Nation's energy 
problems. 

CBO went on to point out something that I think my eighth 
grade son in Phoenix would have figured out on his own. They 
pointed out that private entities are more attuned to which new 
commercial technology has commercial promise than would be Fed- 
eral officials. 

Another example of wasteful corporate welfare under the DOE is 
the DOE'S coal research and development program, and here I 
would point out that between fiscal year 1978 and fiscal year 1997, 
DOE spent $2.7 billion on coal liquefaction. It spent— it authorized 
to spend $10 million in fiscal year 1999. And yet the President's 
Commission on Science and Technology released a report in Sep- 
tember 1997 in which the President's commission said the Depart- 
ment of Energy should terminate its program for the direct lique- 
faction of coal. A similar comparison can be made of the depart- 
ment's coal gasification program. 

Again, I believe the coal research and development program for 
coal gasification should be eliminated. Again we are talking about 
a significant commitment of money. DOE figures show that in that 
same time period, 1978 to 1997, $1.5 billion was spent on this pro- 
gram. $73.9 million was authorized in fiscal year 1998 and in fiscal 
year 1999 the number is 91.5 million and yet Greenwire, a re- 
spected report commenting on this program, which admires the 
program because of its clean technology says coal gasification is a 
virtual failure, pointing out that it has failed to win industry back- 
ing over the last 10 years and now comprises less than 1 percent 
of the current worldwide energy generation market. By contrast, 
private sector R&D programs in the energy field have been ex- 
tremely successful. 
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In my testimony I point out some comments on this but let me 
just cite one. Business Week in a report issued in November 1997 
said technological advances are slashing the cost of finding, pro- 
ducing, and refining oil creating a new economic calculus for the 
oil industry. The average cost of finding and producing oil has 
dropped by about 60 percent in real materials in the past 10 years 
while proven reserves are about 60 percent greater than in 1985. 

Another topic of great concern to me is that of the corporate wel- 
fare in the form of the Federal power marketing associations— ad- 
ministrations. As I think you well know, I had introduced legisla- 
tion in this area, Mr. Chairman, and it is driven by the simple 
point that the Federal Government should no longer be in the busi- 
ness of producing electrical power. I find it interesting to note, Mr. 
Chairman, that at a time when other parts of the world, including 
Eastern Europe and South America, are privatizing their electrical 
facilities. United States, which should be the cornerstone of the 
free market, continues to subsidize government owned and pro- 
duced electrical power. 

Private utilities, by the way, have proven that they can do a 
more efficient job of producing hydroelectric power than the Fed- 
eral Government. In a 1997 report by CBO entitled "Should the 
Federal Government Sell Electricity?", CBO found the inadequate 
maintenance of power assets and resulting low use of power gener- 
ating capacity show how high the cost of Federal power is. And 
then they made this particular point. Over the past 5 years, non- 
Federal dams produced an average of 20 percent more electricity 
per unit of capacity than did dams supplying the power market ad- 
ministrations. 

As you know, Mr. Chairman, there are five of these organiza- 
tions, Bonneville, Alaska, Southeastern, Southwestern, and West- 
ern. As you also know, we privatized the Alaska Power Administra- 
tion already. Bonneville is a special case because it is burdened by 
nonfunctioning nuclear facilities. But that leaves three PMAs 
which are prime candidates for privatization, SEPA, SWPA, and 
WAPA. Privatizing those marketing— those power administrations 
would accomplish a number of important goals. First, it would get 
the Federal Government out of the business of producing electrical 

E ower. While low cost government provided electricity may have 
een justified at one point in time for economic development in the 
1930's and 1940's, it no longer is necessary. And it doesn't make 
sense. The PMAs are now subsidizing power in such wealthy areas 
as the suburbs of Los Angeles, the City of Las Vegas, Silicon Val- 
ley, and such resorts as Vail, Colorado, and Flilton Flead, South 
Carolina. Everyone is aware of the absurdity of asking Americans 
across the country who live in less prosperous communities to sub- 
sidize the electric rates of those who live in the area serviced by 
the PMAs. It would also save Federal taxpayers tens of thousands, 
indeed millions, indeed hundreds of millions of dollars. 

The three PMAs I have identified cost the American taxpayers 
approximately $300 million each year. And this year alone the Sen- 
ate has proposed in its energy and water appropriations earmark 
to increase funding by $92 million above the current budget re- 
quest for those three authorities. I think this can be done. I think 
it can be done following concepts which would benefit all of the 
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country. The greatest obstacle to privatizing the PMAs is to over- 
come the objections of those now getting cheaper electrical power, 
but I think it is important to note that while 24 percent of the 
American public benefits by current low rates, the remaining 76 
percent of Americans pay for those subsidized rates. 

I would simply quickly point out that the fear of the current 
PM A customers that their rates will go up is one of the largest ob- 
stacles that we have to privatizing the PMAs. And yet other coun- 
tries around the world have overcome these kinds of concerns. The 
bill I drafted was built on the success of the Czech Republic, which 
used a system called voucher privatization. Under voucher privat- 
ization those with vested interest in the government owned entity 
are given a voucher which can be traded for stock. As a result of 
that, the people currently benefiting from cheap public power 
would stand to benefit from the sale of the entity because they 
would own a portion of it. Now, the Czech government used this 
and it succeeded in moving from an economy that was 96 percent 
publicly owned at the fall of communism to where 64 percent of the 
entire economy had been privatized in 5 years by building public 
support for the privatization of public entities. The legislation lays 
out how we can achieve that goal and I would strongly urge you 
to take a look at it. 

Let me simply conclude with some general remarks about the 
Department of Energy. It is indeed I believe a classic example of 
a wasteful bureaucracy. I n the materials you have been given there 
is a number of stories, but one I particularly like is a story of a 
program where the Disney organization, Walt Disney, is working 
in a project sponsored by Sandia National Laboratory in Albu- 
querque, New Mexico. We as a taxpayer are kicking in slightly over 
$300,000 to help the Disney Corporation find a better way to 
launch the 3,000 rockets it launches each night as they close down 
the facilities at Disney Land. 

Now, I have been there, Mr. Chairman, and I enjoy the fireworks 
display but I am hard pressed to understand why the taxpayers of 
America should be subsidizing Disney's research. It only made, I 
believe, 11— $1.1 billion last year as its profit. 

In my testimony, Mr. Chairman, I also cite President Clinton's 
Foreign Intelligence Advisory Board, which just issued a scathing 
report on the weapons labs, the adequacy of the measures that 
have been taken there to respond to the security threat. Fun- 
damentally, it found that there was 11 team management struc- 
tures which was incapable of performing itself and described DOE 
as a dysfunctional oureaucracy. Those are not my words, Mr. 
Chairman. They are the recommendations of the President's own 
advisory board. 

Again, I applaud you and the members of this committee for 
holding this hearing and I urge you to be relentless in going after 
corporate welfare and wasted bureaucracy. 

[The prepared statement of M r. Shadegg follows:] 

Prepared Statement of Hon. J ohn B. Shadegg, a Representative in Congress 
From the State of Arizona 

Mr. Kasich, members of the Budget Committee, thank you for allowing me to tes- 
tify today. As most of you know, I was previously a member of this committee, and 
I continue to feel like a member of the Committee. During my tenure in Congress, 
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this committee, ied by Chairman Kasich, has endeavored to create a smaiier, iess 
expensive, iess intrusive, and more responsive federai government. To achieve these 
goais we must aggressiveiy seek out and eiiminate, wastefui, bureaucratic spending, 
especiaiiy "corporate weifare"— that is, subsidies to private sector endeavors that the 
federai government has no business supporting. 

Before I go any further, iet me be dear. Many of the projects funded by "corporate 
weifare" may be beneficiai. However, the private sector— not the federai govern- 
ment— shouid be footing the biii. I beiieve in the Constitution, and nowhere in that 
great document is the federai government authorized to subsidize the private sector. 
Our country was founded upon freedom. When the federai government begins re- 
piacing freedom and individuai initiative with government subsidies, we begin to 
iose the spirit and briiiiance of independence, reiying on government bureaucracy 
instead of individuais. 

Today, you have heard from my coiieagues Mr. Sununu of New Hampshire and 
Mr. Miiier of Fiorida. Their testimony on the sugar subsidy and various programs 
within the Department of Commerce focused on just some of the many exampies of 
corporate weifare which riddie the federai budget. 

As just one exampie, as of FY 96, the federai government has spent more than 
$1.6 biiiion on the Advanced Technoiogy Program, which subsidizes for-profit cor- 
porations, research institutions, and joint ventures. The Generai Accounting Office 
recentiy found that 63 percent of ATP appiicants never even sought private sector 
funding before appiying for government aid. Grant recipients inciude muiti-miiiion 
doiiar companies that, on average, have research and deveiopment budgets of $3.5 
biiiion. Such "needy" grantees inciude: 

• IBM: $111,279,738 

• General Motors: $82,134,245 

• General Electric: $75,449,636 

• Ford Motor Co. $66,457,718 

• Sun Microsystems $50,113,692 

• Texas I nstruments $45,545,315 

• Sarnoff Corporation $38,270,692 

• United Technologies $37,011,925 

• Phillips $36,518,925 

(Source: MSNBC study of data provided by ATP, 1997) 

Mr. Chairman, with American taxpayers paying an ever increasing share of their 
earnings to the federal government, with families forced into having both spouses 
work just to get by and sustain a decent standard of living, we can no longer defend 
this level of wasteful spending on some of the wealthiest companies in the world. 
Indeed the Commerce-J ustice-State-J udiciary Appropriations Subcommittee's report 
stated it well: "in an era of scarce federal research and development dollars, funding 
ATP is simply a low priority." (Report to accompany HR 1274, 1997) This is a gross 
example of misdirected federal dollars. 

Let me turn briefly to corporate welfare related to energy. 

The Department of Energy is a Feeding Trough for Corporate Welfare 

FOSSIL energy R&D 

One specific example of wasteful corporate welfare at the Department of Energy 
is the Fossil Energy R&D program. Although it has been cut by 15 percent since 
Republicans assumed the majority in 1995, it was still funded at $365 million in 
FY 97. That's more than one million dollars a day! The DOE markets this program 
as a plan to "improve the capability of the nation's petroleum industry to produce 
additional supplies of clean, domestic natural gas and oil." 

The Fossil Energy R&D program is intended to help the coal, oil, and gas indus- 
tries maintain their market share by allowing them to draw on government funded 
research on new products and processes for the commercial market. Its activities 
range from research in universities and national laboratories to applied R&D and 
company specific technology development and demonstration activities. 

In April of this year, however, the Congressional Budget Office (CBO) stated the 
following about Fossil R&D: 

* * * Private entities are more attuned to which new technology has 
commercial promise than are federal officials. Federal programs in the fossil 
fuel areas have a long history of funding technologies that, while interesting 
technically, had little chance of commercial feasibility, even after years of 
federal investment. As a result, much of the federal spending has been irrele 
vant to solving the nation's energy problems * * * [| n addition] because en- 
ergy prices are low, potential users of such technology have little incentive 
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to invest in impiementing it. Consequentiy, the technology developed by the 
program may well sit on the shelf until it becomes obsolete. (CBO, April 
1999) 

The President's own advisors have criticize elements of DOE'S coal research and 
development program. As yet another example of misspent federal dollars, the DOE 
spent $2.7 billion on "coal liquification" research and development between fiscal 
years 1978 and 1997. In fiscal year 1998 the program received approximately $10 
million: in fiscal year 1999 the request is for $7.3 million. Yet according to the Presi- 
dent's Commission on Science and Technology report on Federal Energy Research 
and Development of the Challenges of The Twenty First Century [PCAST], released 
on September 30, 1997 'The Department should terminate * * * direct liquefaction 
of coal." 

Likewise, "coal gasification" is another area of coal research and development 
which should be eliminated. According to DOE figures, $1.5 billion has been spent 
on coal gasification research and development between fiscal year 1978 and fiscal 
year 1997. Coal gasification funding was approximately $73.9 million in FY 98, and 
FY 99 funding was near $91.5 million. Yet even Graanw/re reported in October 1997 
that coal gasification was a virtual failure. It reported that "Coal gasification. * * * 
has failed to win industry backing over the last ten years and now comprises less 
than 1 percent of the current world wide energy-generation market. " 

By contrast to these wasteful, government funded programs, even the Clinton Ad- 
ministration has acknowledged the importance of private sector research and devel- 
opment in the energy field. PCAST stated: "In the private sector, energy R&D has 
been an important engine of progress, enabling firms to improve their products and 
invent new ones, so as to increase their shares of existing markets, establish and 
penetrate new ones, and maintain or increase performance while reducing costs." 

And, a November 3 1997, BusinessWeek article made it clear that companies are 
moving forward on fossil R&D: 

Technological advances are slashing the costs of finding, producing, and 
refining oil, creating a new economic calculus for the oil industry. * * * The 
average cost of finding and producing oil has dropped about 60 percent in 
real terms in the past 10 years, while proven reserves are about 60 percent 
higher than in 1985. And these official figures far underestimate the 
amount of accessible oil in the ground. 

Another specific example of the Department's corporate welfare subsidies is the 
Energy Conservation R&D program. While the program has seen some cuts over the 
last few years, it should be eliminated altogether. In 1997 Congress appropriated 
nearly $400 million to finance corporate market development and product promotion 
programs. One of these programs, "Building America" pays for start-up costs and 
promotional activities for groups that want to promote energy efficient buildings. I n- 
cluded within the program was money for DOE to enter into licensing agreements 
with the world's largest air conditioning manufacturers to market a new heat pump. 
In return, these companies stand to make millions of dollars from this improved 
product with no payback to the taxpayer. 

THE PMAS SHOULD BE PRIVATIZED 

One area of corporate welfare about which I feel very strongly is the Power Mar- 
keting Administrations (PMAs). Simply put, the government should no longer be in 
the business of producing electrical power. And, private utilities do a more efficient 
job of producing hydroelectric power than the government. In its 1997 report. 
Should theFederal Government Sell Electricity? CBO found: 

The inadequate maintenance of power assets and the resulting low use 
of power-generating capacity show how high the cost of supplying federal 
power is* * * One consequence * * * is an inability to generate and trans- 
mit power at [intended] capacity * * * Over [the past five years], non-fed- 
eral dams produced an average of 20 percent more electricity per unit of ca- 
pacity than did dams supplying the power markdiing administrations. 

In the 1930's, the federal government began building a number of dams, primarily 
in the West and South as a way to stimulate the economy during the Great Depres- 
sion and promote regional economic development. The dams were built primarily for 
flood control, irrigation and navigation. 

It was also recognized that these dams had tremendous potential for generating 
electricity. To market this electricity, the federal Power Marketing Administrations 
were created corresponding to different regions of the country where the dams are 
located. There were originally five of these agencies: Bonneville, Alaska, South- 
eastern, Southwestern, and Western. Recently, Alaska has been privatized. The 
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largest, Bonneville, is a special case, financed in a different way and, alone amongst 
the PMAs because it includes a number of non-functioning nuclear facilities. 

This leaves three PM As as prime candidates for privatization: Southeastern 
(SEPA), Southwestern (SWPA), and Western (WAPA). Privatizing SEPA, SWPA, 
and WAPA would accomplish a number of important goals. First, it would get the 
federal government out of the business of producing electrical power, a sector of the 
economy in which it does not belong. While low-cost, government-provided electricity 
may have been justified for economic development during the 1930's and 1940's, it 
is not necessary today. Many of the once rural and undeveloped areas which benefit 
from this low-cost power have grown into thriving areas. These include suburbs of 
Los Angeles, the city of Las V^as, and ski resorts such as Vail, Colorado. 

There is simply no justification for forcing federal taxpayers across America, many 
of whom life in less prosperous communities, to subsidize the electric rates for those 
who live in areas serviced by the PMAs. 

Privatizing would also end the constant drain imposed by the PMAs on the federal 
treasury. Perhaps a more fitting term would be a hemorrhage of the national treas- 
ury. According to the General Accounting Office, these three PMAs cost the Amer- 
ican taxpayers approximately $300 million each year in unrecovered costs and fi- 
nancial subsidies. This year alone, the Senate's version of the Energy and Water 
Appropriations bill for FY 2000 added $39,594,000 to the Southeastern Power Ad- 
ministration above the budget request, allowed for an additional $60,000 above 
budget request for operation and maintenance at Southwestern Power Administra- 
tion, and provided an additional $52,084,000 above the budget request for Western 
Area Power Administration. In fact, the Senate Energy and Water Appropriations 
bill earmarks a total of another $92 million above the budget request for regional 
power authorities. 

In addition to ending the constant financial drain, privatizing the PMAs would 
enable the American taxpayers to realize a return on the investment which they 
have put into the PMAs over the years. It would do so by bringing in a significant 
amount of revenue to the federal treasury, revenue which could then be used for 
debt reduction or tax relief. 

Under legislation I introduced in the 105th Congress, privatization would accom- 
plish a fourth vital goal: it would directly benefit the consumers of PMA generated 
power. Presently, approximately one quarter of Americans get some portion of their 
electricity from PMAs. While these consumers may have benefitted from the PMAs 
in the form of lower electric rates, the legislation I introduced, unlike any other bill 
before Congress, would ensure that they would also benefit from their sale. 

As Congress and the states debate deregulating the electric utility industry, it is 
important to point out that one of the basic premises of a free market in electricity 
is a level playing field for all utilities. The PMAs pose yet another problem here. 
PMAs are required by law to sell power to their preference customers at a price 
close to the cost of production. This is an artificially low price. Not only is it lower 
than private utilities can match (since the government is required to not make a 
profit) but, according to the General Accounting Office, this price has typically not 
covered all of the costs associated with the PMA. 

The beneficiaries of these artificially low prices are called the preference cus- 
tomers, which are typically rural electric cooperatives and municipally owned utili- 
ties. They are able to buy power from the PMAs at artificially low rates, then dis- 
tribute and resell the power at higher rates to residential and commercial con- 
sumers. Because preference customers can buy power from the PMAs at an artifi- 
cially low price, these preference customers have an unfair advantage over private 
utilities which must pay higher prices for their power. 

By providing cheap power to the preference customers, PMAs undermine the tran- 
sition to the free market. The PMAs also often discourage efficiency. They and their 
customers do not need to be efficient to compete because they get low cost, sub- 
sidized PMA power regardless of the efficiency of their operations. The PMAs are 
inherently inefficient because, as part of the government, they have no incentive to 
be efficient. 

The preference customers serve approximately 24 percent of the American public. 
The remaining 76 percent of Americans do not receive any benefits, either direct or 
indirect, from PMAs, but must subsidize the lower rates for the preference cus- 
tomers through their tax dollars. 

To solve the PMA problem, I have proposed a three step plan to privatize the 
Southeastern, Southwestern, and Western PMAs. This plan grew out of a report 
which I coauthored entitled Lights Out on Federal Power. In this report, we exam- 
ined not only the benefits of PMA privatization but also how to achieve this in a 
way which would turn the current users of PMA power from potential opponents 
of privatization into enthusiastic supporters. 
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The essential difficulty which this r^ort identifies and which must be addressed 
before any PMA privatization plan will work is the fear of current consumers of 
PMA power that privatization will cause a significant increase in their electric bills. 
To address this concern, we examined the experiences of other countries which were 
faced with the task of privatizing state owned industry. It is curious that, at a time 
when other parts of the world including Eastern Europe and South America are 
privatizing their electric facilities, the United States— the cornerstone of the free 
market— continues to subsidize government-owned power. 

The approach used by the Czech Republic to privatize state owned industry is the 
option most likely to enlist the support current PMA consumers. With the fall of 
Communism, the Czech Republic faced a significant problem. How could an economy 
in which 96 percent of business assets were owned by the government be privatized 
in such a way that would gain the support of a majority of the people? 

The method which the Czechs developed is one called "Voucher Privatization." 
Each citizen was allowed to purchase vouchers which could be exchanged for shares 
of the enterprises being privatized. Enterprises being privatized were sold at auc- 
tions in which people were able to bid on shares in the enterprises and pay for them 
with their vouchers. The price of the vouchers was purposely set very low (around 
$40) relative to the expected value of the shares (around $1,200) to enable indi- 
vidual citizens to make a significant profit. This approach generated very high levels 
of public support for privatization. Most Czech citizens took part and most obtained 
shares worth much more than their vouchers. 

I n using this approach, the Czech government accepted the fact that it would real- 
ize a smaller gain from privatization than it would through a sale to the highest 
bidder. They recognized, however, that it was better to build public support for pri- 
vatization by allowing ordinary Czechs to directly benefit. The result was extremely 
successful. The Czech Republic succeeded in privatizing 64 percent of its economy 
between 1990 and 1995 and did so with the overwhelming support of its citizens. 

During the 105th Congress, I introduced this plan as H.R. 296. An updated 
version of this legislation will be introduced shortly. 

First, as a transition step, the legislation establishes three government corpora- 
tions which correspond to the three PMAs being privatized. Second, it directs the 
Secretary of the Treasury to issue warrants to the end-use consumers of the three 
PMAs. These warrants are the heart of the plan and correspond to the "vouchers" 
issued by the Czech government during its privatization. 

These warrants entitle each end-use consumer to buy shares of stock in the gov- 
ernment-owned corporation at a low fixed price called the "strike price." This "strike 
price" allows end-use consumers to make money by either purchasing shares for less 
than their free-market value or by selling the warrants to others. 

The gains for consumers of PMA power vary depending upon what percentage of 
their power comes from a PMA but should be enough to cover potential rate in- 
creases. For example, the average residential consumer of SEPA would receive $179, 
SWPA would realize $402, and WAPA, including households in Arizona, would re- 
ceive $156 under this legislation. As consumers of larger amounts of PMA-generated 
power, commercial and industrial customers would receive a greater number of war- 
rants and would therefore realize even larger amounts. 

The third step is the sale of stock in the three government corporations to the 
public. Once 60 percent of stock in each corporation is in private ownership, its sta- 
tus as a government corporation ends and it becomes a private corporation. 

PMA privatization is a reform which is long overdue. While previous Congresses 
were able to avoid the technical complexities and political difficulties of addressing 
the issue, the upcoming deregulation of the electricity market makes the PMA prob- 
lem impossible to ignore for much longer. Deregulation is not a question of "if," it 
is a question of "when." In this world of free market competition, PMAs are a harm- 
ful anachronism. It is our duty in Congress to tackle this problem and change PMAs 
from an impediment to a useful element of the free market. 

THE DOE IS INCAPABLE OF REFORM 

Finally, I would like to address the overall issue of the Department of Energy. 

I have long been a supporter of the proposal by my colleague, Mr. Tiahrt of Kansas, 
who has introduced legislation to abolish the DOE in the past three Congresses. 

The Department of Energy is a wasteful bureaucracy without a true sense of mis- 
sion. Founded on the heels of the energy crisis of the 1970s, the Department's en- 
ergy-related functions now account for only 10 percent of its budget. Even the GAO 
talks about the scattered function of the DOE. In a 1995 report to Congress, GAO 
stated "almost from the time of its creation in 1977, DOE has been in transition." 
GAO has also said that the agency is "burdened by mission overload" and has a "di- 
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minishing sense of purpose." Yet while the agency has struggled and floundered, its 
budget has grown by 235 percent in the last 20 years. 

Furthermore, the DOE has developed into a feeding trough for corporate welfare 
recipients. Over the last four decades. Congress has appropriated $50 billion in 
grants and research money, much of it directed towards energy R&D. 

Most recently, the ineffectiveness of the DOE and the National Laboratories has 
grown to dangerous levels. The Cox Report showed that critical security breaches 
and a lack oversight have resulted in the transfer of sensitive missile technology to 
the Chinese government. In light of these discoveries, I am more committed than 
ever to doing away with this department. 

In March 1999, President Clinton asked his Foreign I ntel I igence Advisory Board 
[FIAB] to undertake a review of, and issue a report on, the security threat at the 
Department of Energy's weapons labs and the adequacy of the measures that have 
been taken to address it. On J une 18, FIAB issued its r^ort. 

The findings of the panel, headed by former Senator Warren Rudman (R-NFI), 
were scathing. For example: 

• 'The * * * Panel found a large organization saturated with cynicism, an arro- 
gant disregard for authority, and a staggering pattern of denial." 

• The "Panel has concluded the Department of Energy is incapable of reforming 
itself— bureaucratically and culturally— even under an activist Secretary." 

• 'The Department of Energy is a dysfunctional bureaucracy." 

• "* * * the Board is extremely skeptical that any reform effort, no matter how 
well-intentioned, well -designed, and effectively applied, will gain more than a toe- 
hold at DOE, given its labyrinthine management structure, fractious and arrogant 
culture, and the fast-approaching reality of another transition in DOE leadership." 

• 'The current form of the Department took shape in the first year of the Carter 
administration through the merging of more than 40 different government agencies 
and organizations, an event from which it arguably never recovered." 

The report concludes that the weapons complex is so permanently flawed that sig- 
nificant change must occur. Mr. Chairman, these are not my words. They are the 
recommendations of the President's own Advisory Board. 

While the elimination of the Department of Energy may not exactly qualify as 
"corporate welfare," the savings realized by doing so would be significant. Instead 
of continuing to reward a broken, fundamentally flawed system, we should eliminate 
it altogether. Continuing to fund the Department, its many and scattered missions, 
and its wasteful programs has not yielded positive results. It is a clear example of 
a bloated and inefficient government organization that has grown unruly and out 
of control . 

Mr. Chairman and Members, I applaud you for holding this hearing and urge you 
to be relentless in your efforts to end wasteful "corporate welfare" and inefficient 
federal bureaucracies wherever possible. We must begin to shrink the size of the 
federal government and I can think of no better place to start than the "corporate 
welfare" at the Department of Energy. Thank you. 

Chairman Kasich. I want to really compliment the gentleman for 
his testimony. I would recommend to the gentleman that he dis- 
tribute that. I don't know if the whole testimony but maybe sum- 
marize and distribute it to the Congress on the issue of the Depart- 
ment of Energy because I think earlier when I suggested that that 
department didn't need to exist, the question is, well, how will we 
do these various functions? There are some functions you are going 
to keep. The question is do you need everything in order to keep 
the vital functions? Can you get rid of the things that you don't 
need? 

And I think your testimony was— it was excellent. I think the 
membership ne^s to know about it and they need to know pre- 
cisely how we can make this Department of Energy a lot more effi- 
cient and I think you laid out program by program some of the 
things that should go. And of course since you are all members of 
the Appropriations Committee, I hope you will be prepared for my 
question about why don't any of these things go. I thought you 
were on Appropriations, J ohn. 

Mr. Shadegg. No, Commerce. 
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Chairman Kasich. The gentleman from New Hampshire is recog- 
nized. 

STATEMENT OF THE HON. J OHN E. SUNUNU, A REPRESENTA- 
TIVE IN CONGRESS FROM THE STATE OF NEW HAMPSHIRE 

Mr. SuNUNU. Thank you very much, Mr. Chairman. It is a pleas- 
ure to be here today. I would like to do a couple of things, offer 
some comments of my own about the Department of Commerce but 
also to present testimony on behalf of Representative Ed Royce. Ed 
is the principal sponsor of legislation to dismantle the Department 
of Commerce and take the operations and streamline them, consoli- 
date them, and in some cases give them more independence. But 
as a cosponsor of that legislation I fully recognize that so much of 
what the Department of Commerce does isn't pro business at all. 
Critics often point out, well, if you want to dismantle the Dqjart- 
ment of Commerce, you must not be supportive of the business 
community or economic growth and opportunity. It is just the oppo- 
site. The pro economic growth position is to stop the Kind of distor- 
tions and incentives we have out there that work against efficient 
markets and that Mr. Nader in our previous testimony testified to 
at length. 

As Members of Congress, we really have to remind one another 
from time to time that all things don't flow from Washington and 
that every conceivable human endeavor doesn't need a department 
here in Washington to manage its activity or guarantee its contin- 
ued vitality. Oftentimes it is not just unnecessary but it can even 
be harmful and the Department or Commerce is an excellent exam- 
ple of that case in point. According to its own inspector general, the 
Department of Commerce has evolved into "a loose collection of 
more than a hundred programs delivering services to about a thou- 
sand different customer bases." The GAO says that the department 
has "the most complex web of divided authorities and shares its 
mission with at least 71 other departments, agencies, and offices." 
a former Secretary of Commerce, Mr. Robert Mosbacher, says that 
the department is "nothing more than a hall closet where you 
throw everything that you don't know what to do with." And we as 
Members of Congress need to do something about that kind of du- 
plicative and wasteful bureaucracy. 

The Department of Commerce is expected to perform a task to- 
tally at odds with the American ideal of government. It determines 
winners and losers in our economy by distributing subsidies, incen- 
tive packages and other selectively provided benefits and that 
phrase "picking winners and losers" is one that in the series of tes- 
timony we hear today will come up over and over again. Every time 
a company gets a grant, whether it is for $300,000 to develop bet- 
ter fireworks or for $2 million to develop a better mousetrap, they 
are getting those funds to the detriment of another firm that didn't 
get the money. Every time we choose one industry, whether it is 
steel or aluminum or textiles or electronics to receive these special 
grants, that is to the detriment of another industry that didn't get 
the money. It is anticompetitive and quite frankly it is no exag- 
geration to say it is un-American. 

As much as $695 million was spent last year by just three of the 
department's many subsidy programs, the Advanced Technology 
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Program, the Economic Development Administration, and the Man- 
ufacturing Extension Partnership. And notwithstanding the fact 
that these programs have important words in their title, like tech- 
nology or manufacturing or economic development, that belies the 
fact that they are choosing these winners and losers. Corporate X 
gets the money but corporate Y does not. I ndustry A gets the 
money but industry B does not and therein lies the nature of the 
anticompetitive practices. 

Supporters of the departments assert: "Well, this is really a 
small percentage of the Federal Government and it really isn't 
much money." But it is a lot of money. It is a tremendous amount 
of money. More importantly, it is money that is earned by the 
American taxpayers, sent to Washington, and then distributed by 
Federal bureaucrats. Essentially we are asking hard working fami- 
lies to subsidize businesses which oftentimes aren't even producing 
products that are worthwhile, as in the cases that Mr. Shadegg 
mentioned, where not just millions but billions of dollars have been 
spent for technologies that never even came to fruition. 

Finally this $695 million is siphoned away from productive in- 
vestment so that bureaucrats or oftentimes politicians in Wash- 
ington can dole out favors or take credit for job creation. Every dol- 
lar that is taken by Washington in taxes so that bureaucrats can 
determine who gets subsidized is one less dollar that that indi- 
vidual or family has or small business has to invest in their well- 
being, their own economic development, economic future that is 
competitiveness that is driven by free market. 

Government handouts also penalize successful companies by forc- 
ing them to subsidize their competition. I spoke about this earlier. 
Company X is paying taxes but if they don't get a grant, they don't 
get the benefit and company Y does. They are essentially paying 
to have their competitors strengthened. A few years ago there was 
one company that had developed a video compression technology 
after years of investment and research and development. Once the 
technology began to take off and the company started making a 
profit, the Department of Commerce funded one of their competi- 
tors through the Advanced Technology Program to develop the 
exact same or competing technology. 

Defenders of these subsidies claim that they are necessary be- 
cause the programs they fund aren't adequately pursued by private 
investors because they are high risk. T.j . Rogers, however, who is 
the founder of Cypress Semiconductor, has noted that the "high 
risk argument that is used by the Department of Commerce is usu- 
ally justification to subsidize poor investments." Fligh definition TV 
is one of the clearest examples of the failure in these government 
targeted handouts, j apanese businesses with subsidies from the 
Federal Government in j apan that totaled over a billion dollars in 
the late 1980's sought to help and nurture and encourage the high 
definition television market using the current existing analogue 
technology. And the French government did the same. Between the 
two of them, they invested over $2 billion in a government spon- 
sored program to standardize the high definition technology around 
a government chosen practice. In the United States we denied the 
$1.2 billion that was being sought in subsidies and the argument 
for needing the $1.2 billion was we had to do what the j apanese 
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were doing or we had to do what the French were doing. But the 
fact is that the digital technology that was ultimately developed by 
private markets, by American firms, made the government spon- 
sored technology in J apan and France completely obsolete. As a re- 
sult, as the high definition market— or when the high definition 
market— fully develops, the American standard developed by a pri- 
vate consortium is going to be the market winner. 

That is how private markets work. That is how competition 
works. And that is why we need to end the distortions in the pri- 
vate market that these subsidies create. 

Subsidies also fuel high taxes and drive high taxes. They are di- 
rectly related. Fligher taxes, more subsidies. And as we have the 
need for higher and higher subsidies, we reach out to the taxpayer 
to pay more and more of a share of their income. I n 1993 the larg- 
est tax increase in history was passed and in 1994, the Advance 
Technology Program received its highest level of funding ever. In- 
creasing the tax burden on American families and industry so that 
bureaucrats can give something back to the politically powerful is 
not right. Mr. Nader talked about the moral implications of penal- 
izing those that are most in need so that we can hand out Federal 
subsidies and it is especially worth noting that although the Ad- 
vanced Technology Program has fortunately seen a r^uction in 
funding since 1995, their funding has gone from $450 million a 
year to under $200 million a year in the last 4 years, I haven't seen 
any sharp curtailment in the American productivity. In fact, it has 
been just the opposite. American productivity continues to increase. 
Unemployment is lower. 

So it is a completely false argument that this program or any 
other Federal plan is necessary to instill competition in private 
markets. The way to enhance competitiveness in productivity is to 
minimize government interference, lower the tax burden on invest- 
ment, reduce the tax rates and lower the regulatory burden. 

Tim Draper, a Silicon Valley venture capitalist, flatly states that 
"government subsidies, winners and losers selected by non-market 
forces simply distort the market." The government's job should be 
to create the best possible economic climate and to let business and 
industry do what it does best, which is to create economic oppor- 
tunity. Good public policy isn't about political distribution of re- 
sources but about maintaining rules that allow the exchange and 
production and distribution of good ideas and good products. In 
short, we must allow the free market to work. It is the individuals 
voluntarily investing their own money that drives progress and eco- 
nomic growth, not government subsiciies or corporate welfare. 

Mr. Chairman, thank you very much for your time. 

[The prepared statement of M r. Royce follows:] 

Prepared Statement of Hon. Edward R. Royce, a Representative in Congress 
From the State of California 

I would like to thank the committee very much for the opportunity to testify 
today. 

'The policy of the American government is to leave their citizens free, neither re- 
straining nor aiding them in their pursuits." 

With those few words, Thomas J efferson articulated the premise of the Constitu- 
tion and the genius of our political and economic system. Freedom and justice re- 
quire government to be a neutral body that applies the law equally. The preamble 
of the Constitution outlines the premise of the document and states that it is to 
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"promote the general welfare." This Is quite different than distributing selected ben- 
efits. 

As Members of Congress, we have to remember that all things do not flow from 
Washington, nor does every conceivable human endeavor need a department In 
Washington to manage Its activity or guarantee Its continued vitality. Not only Is 
It unnecessary. It's harmful. 

The D^artment of Commerce Is a perfect example. 

According to Its own Inspector General, the Department has evolved Into "a loose 
collection of more than 100 programs delivering services to about 1,000 customer 
bases." The General Accounting Office says the Department has "the most complex 
web of divided authorities," and "shares missions with at least 71 Federal depart- 
ments, agencies, and offices." Former Commerce Secretary Robert Mosbacher said 
the Department Is "nothing more than a hall closet where you throw everything 
that you don't know what to do with." 

The Department of Commerce Is expected to perform a task totally at odds with 
American Ideas of government— determining winners and losers In our economy 
through subsidies. Incentive packages and other selectively given perks. 

In other words, political Influence Is what drives rewards rather than competence 
In providing goods and services to customers. 

The Department claims to be an advocate of America's small business community, 
yet It routinely competes with small businesses by providing products, administra- 
tive support, and specialized weather and mapping services that are readily avail- 
able In the private sector. 

$695 million was spent last year by just three of the Department's many subsidy 
programs: the Advanced Technology Program, the Economic Development Adminis- 
tration and the Manufacturing Extension Partnership. Supporters of the Depart- 
ment assert that this Is a small percentage of the Federal budget and Isn't much 
money. 

First, It Is a lot of money. 

Second, It's money earned by the American taxpayer before It was taxed and given 
away. 

And third. It's $695 million dollars siphoned away from productive Investment so 
that Washington can dole out favors. Every dollar taken by Washington In taxes so 
that bureaucrats can determine who gets subsidized Is one less dollar that can be 
Invested In promising technology. 

T.J . Rogers arrived In California with $700. Fie founded Cypress Semiconductor 
In 1983 which now employs over 2,000 people and Is worth well over $1.5 billion. 

1 would argue that the $700 Invested by the person who owned It will prove to be 
more productive than the $695 million that was given away In subsides. 

Government handouts also penalize successful companies by forcing them to sub- 
sidize their competition. Promising technology and companies are well funded by 
private investors. Poor investments and less-promising companies can't attract pri- 
vate investment, so they seek government subsidies instead. This forces the success- 
ful companies who have paid their dues, taken risks and incurred losses for many 
years to subsidize their competition with their tax burden. 

A few years ago, a company had developed video-compression technology after 
years of investment in R&D. This new technology promises to reshape picture trans- 
mission for television, computers and the internet. Once the technology began to 
take off and the company started making a profit, the Department of Commerce 
funded one of their competitors through the Advanced Technology Program to de- 
velop the same technology. 

Defenders of these subsidies claim that they're necessary because the programs 
that they fund aren't adequately pursued by private investors due to their high de- 
gree of risk. T.J . Rogers notes that the "high-risk" argument used by the Depart- 
ment of Commerce is usually justification to subsidize poor investments. Fie points 
out that the important evaluation is about the return on investment (ROI), not risk. 
Using this analysis shows that investments with high risk and ordinary or low re- 
turn are those that are given subsidies. Investments with a good return are enthu- 
siastically supported by private investors because they are seen as a wise use of 
their money. On the other hand, those that are considered poor investments are 
given government subsidies. 

Fligh-definition TV is one of the clearest failures of government targeted hand- 
outs. J apanese businesses, with subsidies that totaled $1 billion in the late 1980's, 
sought to help FIDTV using existing analog technology. The French did the same. 

I n the United States, we denied the $1.2 billion in subsidies that some had sought 
to compete with these foreign rivals. American companies went on to develop an al- 
ternative technology with their own money. 
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In I apan, HDTV was transmitted by satellite. The picture quality was only mar- 
ginally better than their standard signal and special televisions were required to re- 
ceive HDTV. TheJ apanese people responded to this massively subsidized technology 
by doing nothing: they refused to purchase the televisions required to receive the 
signal. 

Alternatively, the digital technology developed by the American companies made 
thej apanese analog system obsolete. As a result, thej apanese announced plans to 
adopt the American system. The Japanese and European taxpayers lost $2 billion 
because their governments handed out subsidies. We relied on the market, and 
again it showed that the market works. 

Economic growth and technical innovations are not a result of selective govern- 
ment subsidies: they are the result of the genius and insight of the American people 
operating in the free market. 

High taxes and large subsidies fuel the growth of one another. In 1993, the larg- 
est tax increase in history was enacted. In 1994, the Advanced Technology Program 
was funded at its highest level before or since. Increasing the tax burden on Amer- 
ican families and industry so that bureaucrats can give some of it back to the politi- 
cally powerful is not right nor is it economically beneficial (except of course to those 
receiving the subsidy). 

The way to enhance the competitiveness and productivity of American industry 
is to minimize government interference in the marketplace and substantially reduce 
tax rates and regulatory burdens. 

Tim Draper, a Silicon Valley venture capitalist flatly states that "government sub- 
sidies * * * winners and losers selected by non-market forces * * * simply distort 
the market. This is not just a waste: it is just plain wrong. The government's job 
should be to let the market do its job. The best thing bureaucrats and politicians 
can do is leave us alone." 

Agencies like the Department of Commerce distort and harm the relationship be- 
tween business and government. Much of what is called "industrial policy" is really 
little more than a political payoff to unfairly favored industries or businesses. This 
is not the proper role of the Federal Government nor is it right. People in America 
get up every day and work hard so they can provide for their families. It's just not 
right for their government to take that money which they earn in order to provide 
subsidies and special programs for multi million-dollar corporations with their hands 
out in Washington. 

Good public policy is not about the political distribution of resources, but about 
maintaining rules which allow exchange, production and distribution. In short, we 
must allow the free market to work. It is individuals voluntarily investing their own 
money that drives progress and economic growth, not government subsidies. 

The Department of Commerce should be abolished and with it those programs 
which stifle innovation and fuel increased tax burdens. Today, I am introducing leg- 
islation to do just that. 

Thank you for the opportunity to appear today before the Committee. 

[The prepared statement of M r. Rodgers follows:] 

Prepared Statement of T.J . Rodgers, President and CEO, Cypress 
Semiconductor Corp. 

The list of unproductive— and sometimes even ludicrous— "investments in govern- 
ment-industry partnerships," unnecessary subsidies and outright gifts to America's 
corporations by our government, is long, shameful, and very well documented. 

What's lacking is not another regurgitation of the evils of corporate welfare, but 
a Congress and president with the courage to do something about it. 

Stereotypes of our political parties would lead one to believe that corporate wel- 
fare is the darling of Republicans, and under attack by Democrats. But, my direct 
experience in testifying on corporate welfare before the House of Representatives 
and Senate on five occasions over a 10-year period is that Democrats and Repub- 
licans are equally to blame for the shameful corporate giveaways. (On one occasion, 

I was personally attacked by Rep. Herbert Klein, D-N.J ., and was so offended that 
I offered to fly at my expense to New J ersey during the next election to campaign 
on behalf of his opponent: "New J ersey voters, I am a Silicon Valley CEO who says 
'no' to corporate welfare, but your congressman insists on taxing you and sending 
your money to Silicon Valley. ") 

Most Silicon Valley chief executive officers are dead-set against corporate welfare, 
even if it means their companies would lose government funds. (In the same con- 
gressional session in which Rep. Klein impugned my integrity and motives, Silicon 
Valley Rep. Anna Eshoo, D-Calif., condescendingly told the committee that she was 
more in touch with the desires of Silicon Valley companies than I, and that Silicon 
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Valley did want government funding. Consequently, on my fifth trip to Congress, 

I took only one day to gather the signatures of 78 Silicon Valley CEOs on a state- 
ment declaring un^ulvocally that they did not want corporate welfare.) 

I am the vice-chairman of the Semiconductor Industry Association, which rep- 
resents the vast majority of silicon production capability In the United States. The 
SIA Is on record opposing government subsidies for the semiconductor Industry. 

Corporate welfare persists because many companies outside the semiconductor 
business, unlike most Silicon Valley companies, make a handsome living at the tax- 
payers expense. For example. General Electric Is a large recipient of corporate wel- 
fare, and Its CEO, J ack Welch, refused to sign our petition to Congress to end cor- 
porate welfare. 

Archer Daniels Midland of Iowa rakes In approximately $400 million a year In 
government subsidies of different types and earmarks part of that money for polit- 
ical activities focused on keeping Its government funding. ADM Is a big campaign 
contributor and a heavy funder of Sunday morning political television programs. 
One reason Congress has chosen consistently not to act on corporate welfare Is that 
the states and the congressmen that represent them benefit from It. The situation 
Is very similar to the scattering of military bases (and expenditures) around the 
country not for strategic, but for political reasons. 

Much of the corporate welfare these days comes under the "technology" heading. 
Trendy politicians for example, have taken on the Internet as a second deity. Many, 
if not most, government technology giveaways are unproductive or even wasteful. 

The unfortunate aspect of wasteful government technology largess is that it is 
currently drying up funding for the worthy cause of teaching hard science at our 
universities. At the same time the government is putting pork-barrel money into du- 
bious corporate projects, we have a critical shortage of engineers and scientists so 
bad that it threatens high-technology growth. To alleviate this problem in Silicon 
Valley, Stanford University is currently trying to raise $300 million to create funded 
scholarships for science and engineering graduate students. Although Stanford cer- 
tainly would not agree, I think their potential loss of government funding will be 
ultimately beneficial: In the long run, it will free the university system from govern- 
ment curriculum dictates. 

In general, I believe that Silicon Valley has created its wealth and miracles pre- 
cisely because its chief executives refuse to engage in the competition for pork-barrel 
funding and rarely engage in time-consuming political activities. We watch after our 
businesses, and value winning in the marketplace over using the force of govern- 
ment (subsidies, tariffs, quotas, antitrust activities, etc.) to beat our competition. 
The current Microsoft antitrust litigation is an unfortunate and rare 
counterexample. 

Over the last 10 years, I have traveled at my company's expense on five occasions 
to testify before either the Flouse of Representatives or the Senate on the wasteful- 
ness, destructiveness, and unfairness of the corporate welfare system. / have not 
been well received. After I prepared for hours and travelled for a day to testify. Sen. 
Floward Metzenbaum, D-Ohio, arbitrarily cut my testimony to three minutes. At the 
same hearing, the only other committee member present. Sen. Patrick Leahy, D-Vt., 
didn’t seem to appreciate my message against Sematech, a chip industry giveaway 
he supported: he did not greet me, thank me for my testimony, or even look up once 
from his reading material during my testimony. I gave my last two presentations 
on corporate welfare to a nearly empty room with only one committee member in 
attendance. Consequently, I now believe that I am an actor in a play that waxes 
eloquent about cutting corporate welfare but has no last act. 

If this committee is serious about eliminating corporate welfare, what to do is 
strikingly simple: put all pork-barrel projects in a single package and have a vote, 
yea or nay, to eliminate corporate welfare across the board, once and for all. It's 
that simple— and that hard. 


Executive Summary 

Two-hundred-twenty-one years ago, American colonists declared independence: to 
be free and to pursue their interests in free markets with limited government. Real 
Americans hated taxes. They listed as a cause for rebellion in the Declaration of 
Independence: "for taxing us without our consent." Their new constitution limited 
government and banned personal income taxes. The Revolution produced the Amer- 
ican Dream, during which the common man became better off more quickly than 
any other time in history. For our first 200 years, from 1776 to 1976, America's per 
capita income grew at the rate of 458 percent per century, versus the 3 percent per 
century growth rate of the pre-American world. 
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Now, the American dream— that evei^ generation will enjoy a higher standard of 
living— is threatened. Since 1976, the GDP per capita growth rate has steadily de- 
clined from 2.5 percent per year to 1.5 percent per year, and we hear people say, 
"America needs a raise." In 1913, the 16th Amendment legalized a Federal income 
tax with a levy of 1 percent of GDP. Today, the American Dream is being eroded 
by the ever-increasing burden of federal, state, and local taxes, which consume a 
whopping 35 percent of our national output. Although we are at peace and without 
a Cold War, our government is currently spending at a higher rate than the peak 
30 percent-of-GDP rate of World War I, and nearing the record 50 percent-of-GDP 
rate of World War II ! There is a broad consensus that government spending must 
be cut. 

Eliminating "corporate welfare" should be a priority in government spending re- 
duction. The risks are minimal. Savings could reach $275 billion over 5 years. And 
there is a moral imperative: We should not be asking our senior citizens to tighten 
their belts while our government is literally subsidizing the sale of Chardonnay to 
the French. 

The current pork-barrel system of taxing and spending (read: wealth confiscation 
and centrally controlled redistribution) creates a downward economic spiral. With 
corporate taxes so high, companies must lobby for givebacks to remain competitive. 
Congress is consequently put under extreme pressure to "bring home the pork" to 
home-state corporations, some of which are political contributors. Payouts to those 
corporations then pressure the government to raise taxes, which, in turn, stimulates 
corporations to invent new subsidies, sometimes creatively labeled "government in- 
vestments" or "government-industry partnerships." "Government-industry partner- 
ship," is Washington-speak that means Americans will be compelled to pay for some 
silly program like the ATP proposal to re-bioengineer cotton, making the cotton fi- 
bers more like polyester. We should choose to break out of this downward economic 
spiral by ending corporate welfare now. 

Technology subsidies to corporations are sold using technobabble to camouflage 
unjustifiable investments, which typically fall into four categories: 

• Subsidizing the rich: Sematech. We gave $800 million over an 8-year period to 
14 electronics companies that currently make more than $800 million in profit every 
month— and they don’t even have to pay it back. 

• Competing unfairly with private industry: the ATP video compression project. 
C-Cube Microsystems was venture funded in Silicon Valley and lost money for years 
before its video compression technology took off. C-Cube woke up 1 day and found 
a $1.2-billion-dollar rival entering its market with government funding. C-Cube's in- 
vestors paid full fare. 

• Spending that provides no benefit: Gallium arsenide wafers in space. Vitesse 
Semiconductor in Camarillo, California, makes some of the world's fastest chips 
using an exotic semiconductor called gallium arsenide. Vitesse sees no value whatso- 
ever in the $500-million NASA plan to make gallium arsenide chips in space. 

• Spending that hurts the intended beneficiary: European semiconductor sub- 
sidies. The European Union put a tariff on semiconductor chips to protect its fledg- 
ling chip industry. Now, the EU is removing this tariff, but not before higher chip 
prices decimated its computer industry. Meanwhile, European chip companies lost 
market share anyway. 

Taxes to fund government boondoggles come from two sources: from the rich who 
can afford to pay excess taxes, and from working people whose lives are less well 
off when the government takes their money. It is immoral and un-American to take 
mon^ away from people who are just making ends meet in order to subsidize cor- 
porations— or anything else. Taxing the rich to fund poorly managed government 
programs is simply a self-destructive decision: It does nothing more than move 
money and investment decisions away from proven moneymakers (read: job pro- 
ducers) to Washington amateurs. In both cases, Americans lose. 

One common rationalization for corporate welfare is that J apan and Europe sub- 
sidize their corporations, compelling U.S. corporate subsidies in order to remain 
competitive. The rationalization is totally false. Objectively viewed, Japan's pro- 
grams have been consistent losers. Western Europe's socialized economies are 
among the least healthy on the planet, second only to the 100 percent-socialist dis- 
asters in Eastern Europe. The choice to take money from citizens to pursue the gov- 
ernment's "good ideas" is pure and simple socialism, which has been consistently 
self-destructive to the economies of those countries pursuing it to any degree. The 
damage falls on a gray scale ranging from America's first income-taxless society to 
the near-100 percent wealth control of the collapsed Soviet state. Our current taxes 
total 35 percent of GDP, in the middle of the gray scale. 

The best way to shut down corporate welfare is to have a "yes" or "no" vote on 
a package of corporate subsidies identified for elimination by an independent com- 
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mission, as we did in the most recent miiitary downsizing. Siiicon Vaiiey CEOs 
wouid support a fair package proposai to cut corporate subsidies, as attested by a 
iist of names in an appendix to this report. The commission mechanism aiiows Con- 
gress to avoid the iose-iose proposition of voting either for more corporate weifare 
or against a subsidy to a home-state corporation. 

Corporate Welfare vs. the American Dream 

Our forefathers hated taxes. They viewed them as confiscation of individuai 
weaith. They threatened rebeiiion over the Stamp Act of 1765— a British invention 
to raise money from the coionies by requiring a tax stamp on documents. They 
threw the tea into the harbor in 1773, rather than paying taxes on it. And they iist- 
ed as a cause for rebeiiion in the Deciaration of Independence: "for imposing taxes 
on us without our consent." The Constitution turned on its head the basic premise 
of aii prior worid governments. In other countries, the king, or other sovereign, 
owned the iand, the citizens, their property, and their weaith. Peopie were aiiowed 
to own property and to have rights oniy through the grace of the king, sometimes 
in a formai agreement such as the Magna Carta. The American Constitution created 
a bottom-up country by ensuring the peopie's right to be free: they owned them- 
seives, their inteliectuai and physicai property, and their money. The markets were 
to be free and the new government was to be given oniy iimited, enumerated pow- 
ers. Those powers not enumerated were specificaiiy reserved for the peopie. The new 
government made it unconstitutional to ie/y an income tax on individuals. The Reai 
Americans who founded our country wanted "the government off of our backs and 
out of our pockets," to use a Reagan phrase. 

This first-ever, moraiiy profound decision to organize a country "by the peopie, of 
the peopie, and for the peopie" ied to the most rapid improvement in the weii being 
of the common man in history. During our first 220 years, the gross domestic prod- 
uct (GDP) per capita of Americans grew from $60 per person in 1776 (equivaient 
to $919 in 1996 doiiars) to $28,540 per person in 1996. Personai income per capita 
in 1996 was $24,296, or 85 percent of GDP per capita— most of GDP per capita faiis 
through to personai income. GDP per capita grew at an unprecedented rate of 458 
percent per century from 1776-1996, effectiveiy doubiing every 40 years. It took 
mankind 30,000 years to reach $919 per year, whiie America catapuited its citizens 
from $919 to $28,540 in just 220 years. 

Footprint of Capitalism 
GDP PER capita (1996$) 
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Source: U.S. Gov't, Stanford University. 

Figure 1. GDP per capita in America rose to $28,540 in 1996 of which 85 percent 
or $24,296 ended up as personai income per capita, based on government statistics 
which go back to 1869. Another source. Another Economic View of American Flis- 
tory, by Passeli and Atack, provides the estimates for U.S. GDP per capita in 1775 
as $60, equivaient to $919 in 1996 doiiars. 

The doubiing of income every 40 years gave rise to the American Dream— the ex- 
pectation that every new generation in America wouid be better off than the prior 
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generation. Something speciai happened in America in 1776: When thecommon peo- 
ple decided to stop serving government and to mandate government to server they 
prospered as never bd'ore 


The Slowdown 

The first Americans wouid have scoffed— or rebeiied— if the government had pro- 
posed to tax them to "stimuiate the economy" by "investing" taxpayer doiiars in 
"government-industry partnerships." That type of ianguage, Washington-speak, is 
the very un-American ianguage of confiscated weaith, weakness, and usurped free- 
dom. Uitimately, if we don't change— it wiii be the ianguage of defeat. A cioser ex- 
amination of GDP per capita over the iast 20 years, from 1976 to 1996, shows a 
si ow down . 


GDP PER CAPITA GROWTH 

{% PER YEAR) 
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Source: U.S. Gov't; 1996$, 20-yr CAGR. 

Figure 2. Graphing the 20-year compound annuai growth rate of GDP per capita 
from 1976 to 1996 shows a deciine in growth from about 2.5 percent per year to 
about 1.5 percent per year. The 2.5 percent growth rate of GDP per capita in 1976 
corresponds to a doubiing every 28 years. The siower 1.5 percent GDP per capita 
growth rate corresponds to a doubiing every 46 years. 

The American Dream, the engine of our prosperity has not stopped, but it is siow- 
ing down. We continue to hear that the working man is not getting better off and 
that "America needs a raise." Flow do we get back on track? 


Cut Government Spending 

One important factor slowing the American economy is the ever-increasing con- 
sumption of our national wealth by government. In 1913, the 16th Amendment lift- 
ed the constitutional ban on Federal income taxes. The first Federal income taxes 
were modest in both scope and magnitude. 


INCOME TAXES THEN AND NOW 


Increase 



1914 

1994 

(percent 
per year} 

Income taxes paid (billions) 

$ 6.7 

$ 683.4 

6 . 0 % 


1 % 

10 % 


Per capita income taxes 

$69 

$ 2,622 

4 . 7 % 

Individual tax filers (OOO's) 

360 

113,829 

7 . 5 % 

% of population filing return 

0 . 5 % 

45 % 
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INCOME TAXES THEN AND NOW- Continued 


Increase 

1914 1994 (percent 

per year) 


IRS budget (millions) 

$110 

$7,100 

5.3% 

IRS employees 

4,000 

110,000 

4.2% 

Pages of Federal tax law 

14 

9,400 

8.5% 

Pages of IRS forms 

4 

4,000 

9.0% 


7% 

40% . 


Income tax rate on median family 

0% 

28% . 



Source: Cato Institute. All dollar figures in 1994 dollars. 

Table 1. The first Federal income tax in 1914 was almost insignificant in terms 
of the total and per capita amount paid, the percentage of GDP consumed, the per- 
centage of the population required to pay taxes, and the complexity and size of the 
IRS. 

During the last 80 years, every aspect of the Federal income tax system has 
grown much more rapidly than the economy. In 1994, the personal per capita Fed- 
eral income tax levy of $2,622 reached 12 percent of the $22,104 personal income 
of Americans. The combination of federal, state, and local taxes now supports spend- 
ing which consumes a whopping 35 percent of GDP. Our government is currently 
consuming a higher percentage of our gross domestic product than the 29 percent 
spending peak of World War I ! 

GOV’T SPENDING AS A % OF GDP 



Figure 3. Government spending as a percentage of gross domestic product has in- 
creased consistently since the New Deal of the 1930's. Total spending includes fed- 
eral, state, and local taxes, adjusted for the Federal exemption from state and local 
taxes. Even though we have no "hot" or Cold War in progress, government spending 
is near 49 percent of GDP, the all-time record set during World War 1 1 . 

Despite this rapid increase in tax collections, the government spent money even 
faster, piling up in addition a national debt of $4.7 trillion dollars by 1994, over 
$18,000 for every American. The interest payments on the national debt now 
amount to two-thirds of the entire budget of the Defense Department. It's time to 
cut back. 


Cut Corporate Welfare 

I believe we ought to eliminate immediately most corporate subsidies, so-called 
"corporate welfare," which amounts to about $65 billion a year. The electronics in- 
dustry would be unscathed if it lost all of its subsidies, although a few individual 
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companies might be hurt. (Of course, it would be precisely those CEOs who would 
travel to Washington to make "end of the world" speeches.) 

When U.S. airlines were deregulated, removing subsidies in the form of higher 
fares, the industry got healthier, weak competitors were absorbed by better-man- 
aged companies, and airfare became affordable for the first time to many Ameri- 
cans. The airline industry is healthier and better off without subsidies. 

There is also a moral imperative regarding corporate welfare: unjustifiable sub- 
sidies, such as those to promote the sales of wine and oranges in Europe, should 
be eliminated completely before the discussion turns to asking senior citizens to en- 
dure cuts in Social Security and Medicare. 

Our current pork-barrel system of taxing and spending has created a vicious 
downward economic spiral that will be difficult to break. If two corporations are 
taxed at a rate of 37 percent (my company's current total tax rate), but one of them 
receives a subsidy ^uivalent to a 10 percent-point rebate, the subsidized company 
will enjoy visibly higher profitability, higher share price, and an enhanced ability 
to raise funds at a lower cost. Consequently, companies must compete for govern- 
ment subsidies whenever those subsidies make a competitive difference. Even 
though this is my seventh trip to Congress to oppose corporate subsidies, I would 
without hesitation pursue any important subsidies offered to my company, because 
it is my obligation to our shareholders to do my best for them, including obtaining 
any available low-cost funding. A company that failed to do so would be as foolish 
as an individual who refused to take income tax deductions because of a strong be- 
lief in a flat tax. 

The spiral continues as corporations build lobbying organizations to pressure Con- 
gress to "deliver the pork" to home-state corporations, which are often political con- 
tributors. As Congress succeeds in rewarding home-district corporations with their 
"fair share of the government pie," the pressure falls right back onto the govern- 
ment to raise the revenue to pay out all of those subsidies. The spiral is completed, 
as it was in 1993, when tax revenues are raised to pay the bills by hiking taxes 
on corporations which then seek new and creative subsidies to offset their higher 
tax rates. 

We can use happy words like "government-industry partnership," and "effective 
representation" to describe the process, but the economics of the downward spiral 
is precisely socialism; that is, the mandated movement of money from individuals 
and companies to central government control. 

At one extreme, when all of the assets (save those of the black market) are con- 
trolled by central government planners, we have pure. Soviet-style socialism. At the 
other extreme, when income taxes are illegal, we have American-style capitalism, 
circa 1776. That is a black-and-white representation. Today, Americans live in a 
gray world where the government takes and controls 35 percent of the country's 
yearly production. Western Europe's economies are more socialist than ours, and 
they show it. They have slow growth rates and unemployment rates so high that 
they would limit any American presidency to one term. And, of course, the socialist 
disasters of Eastern Europe make even the ailing Western Europe economies look 
great. 

Sometimes, it is difficult to see the obvious big picture because of incremental 
thinking. An increased tax of only a nickel a day per American supports a $5 billion- 
per-year subsidy. With easy money and companies promising breakthroughs in 
health care, pollution control, or electronics for "only" a few billion dollars, govern- 
ment often makes the wrong choice. The road to socialism is paved with nickels— 
trillions of them— each taken from Americans with the greatest good intent. 

The synopses of ATP programs dazzle us with possibilities: "next-generation video 
compression," "high-definition television (HDTV) studio," "new generation laser- 
based welding," "less polluting, more cost efficient painting process," "super-hard 
coatings of boron nitride," and so forth. All of these ostensibly compelling and cost- 
effective r^uests for corporate subsidies beg the big question: "If you are General 
Motors, with annual sales of $160 billion, and $20 billion in the bank, why don't 
you fund this great XYZ idea yourself, and patent it?" GM is prevalent in the ATP 
programs, but don't overlook Ford, Chrysler, General Electric, AT&T, IBM, Black 
and Decker, Honeywell, 3M, U.S. Steel, duPont, RCA, Phillips, MCI, Goodyear, 
Amoco, Kodak, Polaroid, Xerox, Caterpillar, Westinghouse, and Time Warner— ap- 
parently, Bugs Bunny needs the taxpayers' money. 

All of these great corporations with all of their great ideas and big bucks somehow 
need nickels from the American taxpayer to bring their ideas to market. 

There are two reasons for the apparent dilemma. First, some of the projects are 
worthy and the big companies are simply looking for a tax rebate to get value from 
their extensive lobbying groups. The second reason is risk avoidance— companies 
want the government to help fund their long-shot projects. 
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I believe that the "high-risk" argument used by the Commerce Department is usu- 
ally just an excuse for making poor investments. Breakthrough ideas often involve 
great risk; that is, a significant chance for failure. The important evaluation is real- 
ly not about risk, but about return on investment (ROI). Risky ideas can be great, 
if they offer huge returns. It is like gambling: A bet that has only a 1-in-lO chance 
is very risky, but it is a big winner if its pays 100-to-l. Conversely, a bet that wins 
9 times out of 10 has very low risk, but is not worth making if it pays back only 
even odds. In Silicon Vall^, we have become rich (San J ose has the highest per cap- 
ita income in the United States) by making many very risky bets, some of which 
turned out to be colossal winners, like the microprocessor chip. No company in Sil- 
icon Valley has ever had the size or assets of General Motors, yet most of us have 
taken big risks— to get even bigger returns. Analyzing ROI rather than risk shows 
which poor investments get foisted off on the government: the ones which have high 
risk and an ordinary return. The mentality of investing "free" government money 
is straightforward: "We would never invest our corporate money on this Edsel of a 
project, but if the government invests in it, great. If the Edsel succeeds, it will be 
a nice business; if not, we have not lost anything." 

Medium return/high-risk investments are sold to the government using 
technobabble. Let me give you an example. Most of you are lawyers, and I have a 
Ph.D. in transistor physics. On Monday, I could convince you that there is a na- 
tional imperative to build "gallium arsenide wafers in the near-perfect vacuum of 
space to achieve near-perfect tetrahedral crystals with very high electron mobility." 
I would convince you with a modified form of the classic "Russian missile gap" argu- 
ment, which worked so well for the Defense Department during the Cold War. I 
would paint a picture of a potentially catastrophic technical threat, with which our 
foreign competitors could wipeout an entire American industry segment. You would 
support the project. (As a matter of fact, you did, as I will discuss later.) 

Meanwhile, on Tuesday, I could come back and tell you that my original tech- 
nology calculations were in error, and that a more refined version of an existing 
technology— indium antimonide— could save the day. 

And, as a test of my skills of persuasion, I might come back on Wednesday to turn 
you around again based on recently published "new data." Given that I were a cred- 
ible scientist from a credible corporation, you would have no choice but to agree. 
And don't think that your technical experts could help you deal with me— they are 
the ones my company didn't hire. 

I would not even have to be dishonest or a cynic in order to mislead you. I spend 
many working hours exercising my skills as an engineer/businessman to figure out 
which one in 10 of the ideas presented to me are worthy investments for our share- 
holders. I often say "no" to well-meaning engineers in our company who are con- 
vinced that their high-risk/medium-return idea is really a medium-risk/high-return 
idea. I ndeed, most Silicon Valley entrepreneurs don't start new companies to become 
techno-millionaires, but to prove their old bosses wrong, to show that their great 
ideas were misjudged. I founded Cypress Semiconductor Corporation 14 years ago 
precisely for that reason. Making difficult technology decisions professionally is 
what Silicon Valley is about. Whenever a dollar is transferred from San Jose to 
Washington, its chances of being invested in something important diminish greatly. 

So far we have discussed two unjustifiable forms of corporate welfare, subsidies 
to the rich, tax rebates for research and development that would have been done 
anyway, and spending for no benefit, funding low ROI programs that will never pay 
off. There are two other common categories: spending that actually harms the bene- 
ficiary and unfair government competition against private industry. 

Sematech: a Subsidy to the Rich 

By 1986, the J apanese were starting to take over the semiconductor industry, 
once dominated by American companies. The Semiconductor Industry Association 
lobbied for a $500-million subsidy called Sematech, a technical consortium. They 
used the classic arguments to justify Sematech: "critical industry," "J apan has sub- 
sidies/we need subsidies," and "jobs will be lost." Sematech was funded, and my 
company inquired about joining, but the 14 Sematech charter members (12 of the 
14 were billion-dollar-plus corporations) effectively excluded us and America's other 
100-plus small semiconductor companies by using the mechanism of a $l-million 
yearly minimum membership fee. Although Sematech was sold to Congress as a 
consortium open to all companies willing to pay dues of 1 percent of sales, the $1 
million minimum meant that a $20-million semiconductor company actually had to 
pay 5 percent of sales. Big companies got a break, paying maximum yearly dues of 
$15 million. Consequently, for a $3-billion semiconductor company, the dues 
amounted to 0.5 percent of sales— 10 times lower than the dues paid by the small 
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companies. That is why so few companies joined Sematech, even though it had $500 
million to spread around. 

My battles with Sematech started when our engineers were denied access to an 
advanced piece of wafer-making equipment called a "chemical mechanical polisher'' 
(CMP) machine manufactured by an Arizona company then named Westech. 
Sematech contracted Westech to develop the CMP machine and asked that the ma- 
chine be held off the market and offered to Sematech members only for 1 year. The 
president of Westech assured me that the equipment would be on the open market 
and that there was no deal between his company and Sematech, but Cypress was 
denied access to that critical piece of wafer-making equipment, which could have dif- 
ferentiated between winners and losers in the next-generation technology. It was at 
that point I became a vocal critic of Sematech, the "government-industry partner- 
ship" that attacked all competitors, including American corporations like mine. 
There were rumors about other Sematech deals with equipment manufacturers, but 
Sematech assured me that there were no "hold-back" equipment contracts. It turns 
out that there really were contracts to hold back new equipment. I should say that 
Sematech's new president. Bill Spencer, ended that practice voluntarily. 

Several years later, I agreed to become an expert witness in a trial in Austin, 
Texas, in which Travis County sued Sematech for failure to pay local road and 
school taxes. Sematech had claimed on its tax exemption form that it was a "char- 
ity." I used my position as a witness to subpoena documentation from them, request- 
ing any contracts between Sematech and the manufacturers of wafer-making equip- 
ment, including Westech and others, as well as any contracts between Sematech and 
its own members. Sematech's lawyers were fast asleep, and provided me with a six- 
inch stack of contracts, including precisely the contract between Sematech and 
Westech Corporation to develop and manufacture a "chemical-mechanical polisher," 
which was to be sold to Sematech members only "for a period of 1 year after the 
point of normal product introduction." There were also other hold-back contracts. A 
bonus of the fishing expedition: Sematech had also granted development contracts 
to its own members, casting doubt on the fairness of the 50-50 "partnership" be- 
tween its members and the government. 

The behavior of the Sematech members was neither illegal nor unethical. 
Sematech asked for and received an antitrust exemption at its formation. It used 
the combined resources of its members and the government to create a competitive 
advantage, and it did a good job of keeping its secrets away from its competitors. 
Sematech did what rational people do when the government gives them free money 
and an exemption from the rules. 

A few years ago, Sematech announced that it was not going to accept the last 
$200 million of its second $500 million grant. Based on my discussions with 
Sematech leaders, I know that they desired to be independent of government restric- 
tions and not to accept government subsidies when their industry was doing better 
financially. Consequently, Sematech's budget was cut in half, yet its performance re- 
mained essentially unchanged. Bill Spencer changed Sematech from an expensive 
800-employee manufacturing organization to a leaner research center and informa- 
tion clearinghouse that relies more on the manufacturing resources of its members. 
I believe that if Sematech had been formed as a private consortium with a smaller 
budget, it would have come to its current, more efficient model of operation much 
more quickly. But with government money, an organization can afford to be ineffi- 
cient. 

To be fair to Sematech, I should note that the abuses I have mentioned are more 
than 5 years old and that the new regime at Sematech is doing a good job. 
Sematech's initial membership of 14 has now dwindled to 10, but the consortium 
appears to provide value to those remaining companies— it simply never should 
have been funded by the taxpayer. Sematech falls into the "subsidies for the rich" 
category because its members include Intel, Motorola, Digital Equipment Corpora- 
tion, IBM, AT&T, Texas Instruments, Advanced Micro Devices, Rockwell, and Na- 
tional Semiconductor. These companies make enough profit every month to pay back 
the government's 8-year, $800-million investment. At the very least, Sematech 
should have been funded by a loan, not a gift from the taxpayer. 

J erry Sanders, for 28 years the CEO of Silicon Valley's third biggest chip com- 
pany, Advanced Micro Devices (AMD), is a board member of Sematech. He would 
disagree with a lot of what I've said. Also, it was his company that I left to start 
my company. He challenged me on that issue, too. Cypress and AMD are competi- 
tors who have disagreed in court— twice— on intellectual property issues. But, J erry 
and I agree on one statement, the one he and I signed at the end of this testimony 
asking you to cut off corporate welfare. Other Silicon Valley CEOs have also signed 
up. 
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Unfair Competition: The ATP Video Compression Program 

Video compression is the technoiogy that enabies digitai TV and smaii-dish sat- 
eiiites. Conventionai teievision requires one sateiiite transponder per channel and 
a 10-foot dish to receive the weak analog signal. Digital TV signals are clearer, and 
10 channels fit on one satellite transponder (think of the billions saved on the extra 
satellites that we will not need). The basic concept of video compression is that 
frame after frame, most TV pictures don't change much. When Dan Rather presents 
the evening news, he moves, but the set behind him does not, begging the question 
of technologists: Why not just transmit the differences from frame to frame, rather 
than re-transmitting the entire picture? The concept is obvious and simple, but the 
mathematical algorithms and special-purpose computers required to implement it 
are decidedly not. The leader in video compression technology is C-Cube Micro- 
systems Inc, a quarter-billion-dollar Silicon Valley startup company, which has re- 
ceived an Emmy for its contribution to the television industry. C-Cube is the largest 
and most technologically potent company in a new industry that will reshape pic- 
ture transmission not only in television, but also in computers and on the Internet. 

Dr. Alex Balkanski, a brilliant mathematician and businessman, is C-Cube's CEO. 

I am a member of its Board of Directors. Despite C-Cube's leading technology, be- 
coming a successful business in the video compression market has been a struggle. 
Changing the way pictures are transmitted in a government-regulated market is a 
prolonged task. The venture-funded company lost money for years while waiting for 
its technology to take off. Shortly after C-Cube started making a profit, we were 
shocked to find out that the government had funded one of our competitors. An ATP 
grant went to LSI Logic Corporation, one of America's top-ten semiconductor compa- 
nies, to help fund their effort in video compression. Perhaps LSI Logic intended to 
enter the video compression market anyway, so its R&D group did the heads-up 
thing by getting all available funds. LSI Logic's CEO is Wilf Corrigan, a friend and 
competitor. Wilf Corrigan and I agree on ending corporate welfare, as his signature 
attests. 


Spending for No Benefit: Gallium Arsenide Wafers in Space 

Gallium Arsenide (GaAs, pronounced "gas ") is a semiconductor five to 10 times 
faster than silicon. GaAs chips are used to transmit data at very high speed on the 
so-called "electronic data superhighway." GaAs chips are capable of transmitting 
and receiving signals on a single fiber-optic cable at the rate of 10 billion bits per 
second, fast enough to transmit 250,000 typed pages of information per second. 

The Space Vacuum Epitaxy Center (SVEC ) is billed as "a NASA center for the 
commercial development of space." It is funded to grow GaAs wafers on space shut- 
tle flights using a process called epitaxy. NASA's Wake Shield was designed to grow 
GaAs crystals behind a shield sweeping through space some 30 miles away from the 
contaminants surrounding the space shuttle. The theory: The vacuum in space is 
much better than the vacuum earthbound equipment can provide, thus offering the 
potential to grow more perfect crystals in space. (NASA's technobabble is award 
winning: "molecular beam epitaxy" doing "ordered growth" in an "atom by atom 
manner" of "near theoretical" atomic quality in an "ultra-vacuum of 10-^"^ torr" as 
part of a "cost and time-efficient program" which "could be a model for future com- 
mercial space endeavors. ") 

The Wake Shield became one primary objective of five NASA missions. No one 
at SVEC would say exactly what the cost of the space wafer experiments was, but 
a ball-park estimate is $200 million per flight, shared among several experiments. 
The management of the Wake Shield claimed that although the initial wafers would 
be astronomically expensive, later production of GaAs wafers in space would cost 
only $10,000 per wafer, a number declared to be commercially viable. Congress 
bought off on SVEC, and at least two missions have been flown. 

Dr. Lou Tomasetta, the CEO of Vitesse Semiconductor Corporation in Camarillo, 
California, studied at MIT. He is an expert in transistor physics, data communica- 
tions, and GaAs integrated circuit manufacturing. I enjoy "tech talk" with Lou dur- 
ing our monthly meetings at Vitesse, where I am also a member of the board of di- 
rectors. Neither L ou nor I can figure out why our government is making GaAs wafers 
in space Lou calls the program a "solution looking for a problem." Vitesse is one 
of America's Big Three GaAs companies. Given the possibility that Lou and I were 
missing something, I called Steve Sharp, a Silicon Valley friend of mine who moved 
to Oregon to run TriQuint Semiconductor, another of the Big Three. Steve said that 
he was buying GaAs wafers for $175 each, and that the very highest performance 
GaAs wafers sold for $1,000. He said that it would be very difficult to figure out 
how to make money on a $10,000 space wafer. His final comment was, "I tend to 
ignore this sort of request." 
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In response to criticisms I pubiished in an industry pubiication, Electronic News, 
chaiienging the commerdai vaiue of the space wafers, the head of the SVEC project 
said the wafers "couid be usefui for technologies not yet developed" and then listed 
numerous commercial products including CD players and optic fibers that already 
are on the market, with technology derived from ordinary terrestrial wafers. 

Maybe we are all missing something, but I think our government has taken sev- 
eral hundred million dollars from American taxpayers to subsidize an exotic tech- 
nology manufactured in an exotic place for a super-high-tech industry that neither 
needs nor cares about the investment. 

Spending That Hurts the Beneficiary: European Semiconductor Subsidies 

Recently, countries with advanced electronic capabilities agreed to remove tariff 
barriers on a broad range of electronic products because they realize that high 
prices hurt everyone in the electronics industry. 

In an industry where life depends on fast improvement, consider the effect of the 
tariff that the European Union placed on semiconductor chips imported into Europe. 
Currently, semiconductors comprise about 20 percent of worldwide electronic ship- 
ments. In other words, the average personal computer contains about 20 percent of 
its value in semiconductors. Put another way, for every $1 in semiconductor sales, 
there are $5 in computer or home electronics sales. 

When the European Union decided to protect its fledgling semiconductor industry 
by imposing a stiff 14 percent tariff on imported chips, it also raised the price that 
the European computer industry had to pay for its most important raw material, 
chips. The EU policy to protect its small semiconductor industry had a devastating 
impact on its much larger computer industry. Europe’s largest computer company. 
Great Britain's ICE had to sell a 50 percent stake to Fujitsu to stay afloat. Nixdorf, 
a prominent German computer company, was acquired by Siemens after a financial 
crisis. Italy's Olivetti, Europe's biggest PC producer, still sells PCs, but stopped 
manufacturing, triggering big layoffs. The market share of European computer com- 
panies as a group declined. And what happened to the fledgling European semicon- 
ductor industry while it was being protected? Its market share dropped from 10.2 
percent to 5.4 percent from 1988 to 1996. In this case, government "help" damaged 
all parties concerned. 

The Hidden Costs of Technology Subsidies 

If a tax of a nickel per day per American supports $5 billion in yearly subsidies, 
the whole $65 billion-per-year tab for corporate welfare can be viewed as a "mere" 
65 cents per day per American. An obvious question comes to mind: "Wouldn't you 
be willing to pay 65 cents a day to make America's companies the most competitive 
in the world?" While I hope your answer to that question is "no," I would also like 
to point out that true cost of corporate welfare exceeds that cost by a lot. Consider 
the tax levy for corporate welfare as it applies to two groups, average Americans 
and rich Americans. That 65 cents per day is $237.25 per year, a nontrivial sum 
for the average American. That means less money in the pockets of families strug- 
gling to make ends meet: a bicycle not bought, a vacation not taken, or missing the 
monthly college fund payment. It is unconscionable and un-American that we would 
tax working families while we fund the dubious corporate subsidies I have reviewed. 

On the other hand, it is much easier to talk about funding corporate welfare by 
eliminating those "tax loop holes for the rich" (who pay "only 50 percent" of their 
income to the government). I am an example of one of those rich people who can 
afford to pay more taxes. Although I came to California with only $700, I became 
a founder of a startup chip company which employs over 2,000 people. My personal 
wealth comes from the 2 percent of the shares of our company I still own, most of 
them held since our founding in 1983. The market value of our company is now $1.5 
billion. Two percent of $1.5 billion is $30 million. I am rich. What does it matter 
if the government takes an extra million dollars from me in order to fund corporate 
welfare or other "good ideas"? 

Like many Silicon Valley people who have created wealth, I consume very little 
of my net worth. I'm interested in transistors, companies and competition— not 
yachts and airplanes. Consequently, I invest almost all of the money I have earned 
right back in Silicon Valley. I have already described two of the companies that I 
not only invest in, but help to run as a board member. There are numerous other 
companies that I invest in because I know what they do and why it will make a 
difference. In aggregate, I hold shares in over 100 companies, almost all of them 
Silicon Valley high-technology companies whose names you would not recognize. 
When Congress and the President voted to raise my personal taxes in 1993, I paid 
the extra amount by selling some of those Silicon Valley stocks. That money then 
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went to Washington to be "invested" in "government-industry partnerships" related 
to the "electronic data superhighway" (at least as the PR described it at that time). 

The point is this: When government raises taxes on wealthy individuals, it is sim- 
ply taking investment dollars from those individuals and moving them to Wash- 
ington. Proven moneymakers and job creators lose control over the investment of 
their funds and unproven Washington amateurs take over. The real question for 
Americans is, "If you had to bet the creation of your Job on investment from wealthy 
people in the private sector versus investment from the government, which would you 
choose?" The answer is obvious. Although it is good stump rhetoric to fume about 
"tax breaks for the rich," the fact is the average American loses out every time a 
dollar is taxed out of the private sector. If you really want to enhance the competi- 
tiveness of American corporations, cut the capital gains tax and let me invest my 
own money— I'm very much better at it than government is. 

There is one final hidden cost of government interference in the free market: The 
inefficient use of human resources is the most devastating cost of all. All CEOs 
know one fundamental truth: that the human knowledge and energy collected in a 
company is what drives profit. It's not assets, or factories, or cash, but people that 
separate one company from another. Consequently, in Silicon Valley, we fight titanic 
battles to woo employees in an area where unemployment is less than 2 percent. 
When Cypress was a startup company, we wooed numerous employees from Intel 
with the lure of a more prominent position (in a very much smaller company), and 
the potential wealth from stock options. Intel, now the largest semiconductor manu- 
facturer, has counter-attacked in the Valley with a new campaign promising— in 
writing— a Hawaiian vacation as a sign-on bonus for working at Intel. Recently, 
when one of our competitors. Cirrus Logic, suffered a problem in the marketplace 
prompting layoffs, we hired an airplane to fly over Cirrus's headquarters carrying 
a banner with the message that we had jobs open and listing our Internet address. 

Corporate welfare can have a devastating effect in an environment like Silicon 
Valley. While companies are fighting with salary, stock, and promotions to woo the 
best and brightest, the government sometimes uses corporate welfare to prop up 
sick companies. Consider this hypothetical case: When the automobile industry was 
moving from mechanical carburetors to electronic fuel injectors, what if the govern- 
ment decided to "protect jobs" in the carburetor industry by subsidizing carburetor 
companies? With American fuel injector companies starving for the human talent, 
and J apanese competitors taking market share, the government would be spending 
money to keep people at the failing carburetor companies in order to "save jobs." 
Subsidizing losing companies traps people in dead-end jobs, prevents other compa- 
nies from getting the talent they need, and gives our international competitors an ad- 
vantage 


J APAN AND Europe Subsidize, So Must We 

One of the most common-and erroneous— rationalizations for corporate welfare is 
a scare tactic: F oreign governments give out corporate welfare; America must do the 
same to remain competitive. Perhaps Europe is not an immediate threat, but what 
about J apan? 

Sematech was formed at the height of thej apanese attack on the American semi- 
conductor industry. The American semiconductor industry dominated its market, 
from its origin in the '60's, through the '70's. As late as 1982, America held a 57 
percent-32 percent chip market share advantage over J apan. But in the '80's for- 
tunes reversed, and by 1989 J apan actually took a 50 percent-37 percent lead. Clyde 
Prestowitz, a big fan of government subsidies, wrote the book Trading Places, and 
testified before Congress that J apan's semiconductor subsidies, channeled through 
its Ministry of International Trade and Industry (MITI), were responsible for the 
defeat. Prestowitz declared that the American semiconductor industry was lost to 
the Japanese and pondered whether or not the American computer industry could 
survive (both assertions were wrong). In 1993, I debated Prestowitz at the Cato In- 
stitute, where he went so far as to declare that the semiconductor industry was cre- 
ated by defense spending. Nothing could have been further from the truth, yet 
Prestowitz was presented as an expert to justify subsidies to Silicon Valley, about 
which he knew very little. 

I also debated Michael Maibach, the chief lobbyist for Intel Corporation, on public 
television in 1993. Maibach said that Sematech was needed to maintain the domes- 
tic supply of military chips. What if our military had to depend on J apan? It was 
another scare tactic used to justify corporate welfare. Even at its lowest point in 
1989, America still manufactured 37 percent of the world's $49.7-billion worth of 
chips. The military rationalization for corporate welfare sounded OK in Washington, 
but it had no rational basis. I reminded Mr. Maibach that my company. Cypress 



243 


Semiconductor, shipped 20 percent of its production to the miiitary and had chips 
in the F-14, F-15, F-16, and F-18, as weli as many of the guidance and weapons 
systems aboard those airpianes. My position was vindicated a few years iater when 
Intei announced that it was voluntariiy exiting the miiitary-chip business, despite 
its Sematech subsidy. Cypress stiii ships a wide variety of chips to the miiitary. 

Did MITI subsidies to the J apanese semiconductor industry hurt our chip compa- 
nies? Were J apanese companies sharing secret data in a way that wouid vioiate 
American antitrust iaws? The answer to both questions is "no." I n 1992, I convinced 
Dr. Yoshio Nishi to testify to that effect at a congressionai hearing. Dr. Nishi, then 
the head of chip deveiopment at Flewiett Packard, had been head of the VLSI pro- 
gram at Toshiba, one of the few MITI -sponsored programs that seemed to work. The 
MITI VLSI program was targeted at entering the dynamic random access memory, 
or DRAM market, the biggest chip market in the worid. J apan successfuiiy entered 
that market en masse, causing Siiicon Vaiiey's three iargest companies, Intei, Ad- 
vanced Micro Devices, and Nationai Semiconductor, to abandon the DRAM market. 
Intei iater acknowiedged that it feit it couid have weathered the storm, but chose 
to abandon DRAMs in order to put its fuii force behind microprocessor deveiopment. 
What a great decision that was! I was working in the memory group at Advanced 
Micro Devices at the time. We did exit the DRAM business because we couid not 
make money in it. We feit at the time that J apan was dumping DRAM chips into 
the U.S., seiiing them beiow manufacturing cost. In retrospect, I believe now that 
Japan simply got better at manufacturing than us for a while and was able to 
produce the chips at extremely competitive costs. Charlie Sporck, then president of 
National Semiconductor, was the father of Sematech. Sporck used the DRAM failure 
as a rallying cry. 

Dr. Nishi ran the Toshiba DRAM program, which was the most successful of the 
J apanese efforts. Fie testified that there was vary little financial aid from MITI to 
the J apanese semiconductor industry, and also that the J apanese semiconductor 
companies— intense rivals— na/er shared secret information, but only general "road- 
map" information that allowed the companies to gauge the effectiveness of their pro- 
grams and make sure they were headed in the right direction. Three important 
American semiconductor companies did remain in the DRAM race: Motorola, Texas 
Instruments, and then-startup Micron Technology in Boise, Idaho. Tl now manufac- 
tures DRAMs in plants around the world, and Micron has grown to be a $3-billion 
company known to be able to outmanufacture any of its J apanese rivals. The domes- 
tic military chip supply was never in danger, and MITI had very little to do with 
the J apanese success in the mid ’80's. Superbly managed J apanese companies sim- 
ply beat us— for a while. 

The tables have now turned. America again leads J apan in semiconductor market 
share. Intel's decision to focus on the microprocessor business, combined with its ex- 
cellent execution, have propelled it to become the No. 1 semiconductor company in 
the world. American semiconductor manufacturing capability has caught up to J a- 
pan's. Our focus on designing innovative chips has proven to be more important 
than J apan's focus on grinding out commodity chips at very low cost. Many of the 
American semiconductor companies that were very small startups at the time of 
Sematech's formation, my company. Altera, Xilinx, Linear Technology, Maxim, Mi- 
cron Technology, LSI Logic, and VLSI Technology are now substantial semicon- 
ductor corporations with revenues from $500 million to $3 billion. These companies 
manufacture a dazzling variety of products. We all export toj apan. The innovative- 
ness and resilience of the American semiconductor industry enabled it to react to 
the attack— and win. 

Although the MITI VLSI program was successful, the fact is that MITI has also 
wasted huge amounts of money and has many more failures than successes. For ex- 
ample, MITI's high-definition television (FIDTV) program spent $1 billion to define 
and dominate the next-generation FIDTV. Some American executives immediately 
appealed to Congress to get their corresponding piece of corporate welfare. The re- 
alities: 1) the U.S. won the FI igh Definition Television (FIDTV) race with a superior 
digital design, and 2) the only digital TV deployed today is not that burdensome, 
FCC-approved FIDTV system, but a digital enhancement of ordinary television. (Pre- 
diction: I have a 2000-line, super-enhanced TV in my house that qualifies as 
"FIDTV," but uses a normal TV input signal. That system will be deployed commer- 
cially, and the expensive new FIDTV being pushed on a reluctant industry by the 
FCC will stall; no wonder CBS and NBC want ATP grants to build the first FIDTV 
station.) MITI caused J apanese taxpayers (who live in homes with half the square 
feet per person of Americans) tolose$l billion on its FIDTV boondoggle. 

TRON was a nickname for a J apanese advanced, fifth-generation computer par- 
tially funded by MITI that threatened to wipe out the U.S. computer industry. It 
turned out to be a loser, and the U.S. computer industry remains dominant. MITI 
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support to the J apanese aircraft and biotech industries has aiso produced no tan- 
gibie resuits. 

MITI focuses on 13J apanese industries. The four areas of heaviest emphasis are 
textiies, mining, basic metais and chemicais. Despite that, these areas ranked 
iowiy— 13th, 12th, 10th, and 9th, respectiveiy, in growth rate among the 13 indus- 
tries. In response to the theory that MITI was not trying for growth in those indus- 
tries, but simpiy subsidizing deciining industries to ease their pain. Harvard econo- 
mist David Weinstein stated, "But if that is true, that makes J apanese industriai 
poiicy very iike its French and American counterparts over the past four decades— 
poiiticaiiy driven, favor-based, [and] non-heipfui to the nation's overaii economic 
functioning." 

As I testified before Congress in 1995, "Corporate welfare does not work anywhere 
in the world. It does not work because it penalizes a country's winners with excess 
taxes in order to fund that country's losers with indffidentiy run government pro- 
grams. They’ve got subsidies; we need subsidies,' is exactly wrong. America will be 
much more competitive on a rdative basis if we allow the nations with whom we 
compete to squander ther taxpayers' money, while we encourage our companies to 
win without subsidies. It's like the Olympics: there comes the day when an athlete 
must walk alone into the arena of competition. The government cannot lift the 
waghts and run the miles that are required to be a champion— only an individual 
can. " 

The fact is that in western Europe or J apan, the choice to take money from citi- 
zens to pursue the "good ideas" of government has been consistentiy seif destructive 
to their economies. Sociaiism does not work. Sociaiism is immorai. We shouid aban- 
don sociaiist programs iike corporate welfare. 

Barriers to Progress: The System and Lobbyists 

One of the biggest barriers to eiiminating the corporate weifare drain is the pork 
barrel system itself: Members of Congress are put in a iose-iose situation forced to 
choose between voting down a significant subsidy for a home-state corporation, or 
voting to continue corporate weifare. Congress recentiy faced the same situation in 
the downsizing of the miiitary. Individuai senators were very reluctant to vote to 
close down major bases in their home state, yet everyone agreed that the Soviet col- 
lapse provided a great opportunity to reduce spending. The solution— to appoint an 
independent panel to collect military cuts into a single bill for a "yes" or "no" vote 
without amendments— turned out to be a winner. It got the job done, and even in 
California where we were hit very hard by military downsizing, most of us believe 
that we are all better off. We should follow the same procedure with corporate wel- 
fare. 

Prior to traveling here, I polled a few CEO friends of mine in Silicon Valley to 
see if they would support a statement saying that they would support cuts to cor- 
porate welfare, even if it meant cuts in government funding to their companies. 
Most agreed, and their statement is attached as an appendix to this testimony. As 
a general rule, Silicon Valley CEOs like smaller governments and lower taxes, and 
are willing to forego subsidies to achieve those goals. CEOs would much rather 
make money with healthy companies in a healthy economy than receive welfare 
from the government. 

I believe that the popular impression that CEOs cling strongly to their corporate 
welfare is completely inaccurate and stems from two sources: 1) a few CEOs who 
receive massive subsidies and do fight for them, and 2) industry lobbyists who are 
out of touch with their constituencies. 

I have testified before the Senate and House against corporate welfare since 1989. 
In my 1995 testimony before a House Subcommittee, my opponent was a lobbyist 
from the American Electronics Association (AEA). His testimony started with, 'We 
represent 10,000 corporations * * *" What struck me was that my company was a 
member of AEA, and that we were paying this man to argue against me! The AEA 
was out of touch with the Silicon Valley CEOs I know, and absolutely misrepre- 
sented my position. Furthermore, the AEA had never polled me to determi ne wheth- 
er or not our company wanted them to lobby for maintaining Commerce D^artment 
subsidies. The AEA started as a Silicon Valley-based electronics organization. Now, 
like many other lobbying organizations, it has moved to Washington and been co- 
opted by the pork-barrel process. One unspoken assumption behind the AEA seems 
to be, "Our job is to bring home the pork for electronics companies." Although many 
of us agree with tactical positions taken by the AEA on workplace or technical 
issues, I know that there is no consensus support for pork-barrel politics among 
high-tech CEOs. When I returned to California after that meeting, I asked why we 
had joined the AEA. The answer was that our membership was solicited by mail. 
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the dues were low, and we simply signed up in order to get information. I fired the 
AEA; we are no longer members. 

We are members of the National Association of Manufacturers (NAM). I testified 
earlier that I do not believe the American taxpayer should be compelled to subsidize 
the sale of American products overseas. The most recent cover story of the NAM 
Briefing newsletter is entitled, "NAM Report Proves Export Financing is Critical to 
J ob Creation." NAM favors taxing people to subsidize exports. They argue that the 
J apanese, French, and Spanish do it, and we must also in order to be competitive. 
In other words, they are using every tired argument debunked in this testimony to 
justify their favored form of corporate welfare. I am going to fire NAM as soon as 
I get home. 


Conclusion 

Our government did best for its people when it stayed near its founding principles 
of free markets, limited government, and enlightened self interest. It did better eco- 
nomically and it did better morally. 

Unfortunately, starting with the 16th Amendment, and then the New Deal in the 
1930's, we have drifted toward socialism. The government now controls 35 percent 
of America's output. That makes us all poorer and less free. 

The reasons for government taking one-third of what Americans produce are 
couched in Washington-speak and technobabble and do not stand up to scrutiny. 
The words rationalize the workings of a system in which taxing and spending drive 
us in a downward economic spiral. 

We are at a cross-roads where we can choose to seize the opportunity to leave epi- 
thets like "pork barrel" and "corporate welfare" behind us and return to the high 
ground. 

American business has always been ready to lead. By 1800, America had more 
corporations than all of Europe, combined. We can help revitalize the American 
Dream. Stop taking mone/ from Americans for sociaiist subsidies— companies do not 
need or want that kind of money. Capitalists make money from customers who vol- 
untarily trade their money for the higher value we provide them. 

We declare independence from the corporate welfare state. The difference between 
it and free market capitalism is the difference between taking and giving, immo- 
rality and morality, poverty and wealth. Make the right choice, end corporate wel- 
fare. 


Declaration of Independence: End Corporate Welfare 

The high taxes that our company and its employees pay to support the current 
I oca I -state-federal government tax burden of 35 percent of GDP hurts our economy 
more than any possible corporate benefit from government spending. If an inde- 
pendent commission similar to the military base-closing commission identified a fair 
and substantial government spending cut in the area of so-called "corporate wel- 
fare," I would support that cut, even if it meant funding cuts to my own company. 
J erry Sanders, CEO, Advanced Micro Devices 
AlexBalkanski, CEO, C-Cube Microsystems 
Len Perham, CEO, IDT 

J ack Gifford, CEO, Maxim Integrated Products 
Rodney Smith, CEO, Altera 
T. J . Rodgers, CEO Cypress Semiconductor 
Wilf Corrigan, CEO, LSI Logic 

J ohn Doerr, Partner, Kleiner, Perkins, Caufield & Byers 

J ohn East, CEO, Actel Corporation 

Richard Previtt, President, Advanced Micro Devices 

Duane J . Roth, Chairman, President, & CEO, Alliance Pharmaceutical Corporation 
Chuck K. Chan, General Partner, AlpineTechnology Ventures 
J ames C. Morgan, Chairman & CEO, Applied Materials, I nc. 

Gene R. Miller, President, Astec Semiconductor 
J ess R. Marzak, Managing Director, BankAmerica Ventures 
Robert G. Barrett, Managing Partner, Battery Ventures 
Charles Crocker, Chairman, President, & CEO, BEI Electronics Inc. 

Don Bell, CEO, Bell Microproducts 

Bruce Dunlevie, General Partner, Benchmark Capital 

Edward M. Leonard, Partner, Brobeck, Phleger & Flarrison LLP 

J oe Costello, President, Cadence Design Systems 

Michael L. Flackworth, President & CEO, Cirrus Logic 

Ted Buttner, President & CEO, Coastcom 

Mark B. Floffman, CEO, Commerce One 

Ray Latham, CEO, Computer Graphics Systems 
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Thomas Van Overbeck, CEO, Cornerstone Imaging 
Fred Bialek, Director, Cypress Semiconductor 
Ken Virnig, President, Devine and Virnig, Inc. 

J ohn Mullen, President and CEO, Dynamic Network Solutions, Inc. 

M. Kenneth Oshman, CEO, Echelon Corporation 
Curt Wozniak, CEO, Electroglas, Inc. 

Norbert Laengrich, CEO, Embedded Performance, Inc. 

Paul Rogan, President, Equipe Technologies 
William L. Flarry, CEO, Exclusive Design Company 

J ack F. Nicholson, Managing Partner, Fell & Nicholson Technology Resources 

Thomas W. Ford, Managing Partner, Ford Land Company 

Allen Batts, President & CEO, Flello Direct 

Flerman Miller, President & CEO, INET Corporation 

Samuel D. Colella, General Partner, Institutional Venture Partners 

Scott Cook, Chairman, Intuit 

J im Flawkins, President & CEO, I nvivo Corporation 

Floyd Kvamme, Partner, Kleiner, Perkins, Caulfield & Byers 

Stephen R. Knott, Chairman of the Board, Knott's Berry Farm 

Michael Troy, CEO, KnowledgePoint 

Bob Swanson, CEO, Linear Technology 

J ohn Blokker, President & CEO, Luxcom 

Del W. Masters, President, Maxstrat Corporation 

Dubose Montgomery, Managing Director & General Partner, Menlo Ventures 
Frank DeRemer, President, MetaWare, Inc. 

GaleAguilar, President, Mitem Corporation 

Thomas W. Weisel, Chairman & CEO, Montgomery Securities 

Robert White, Principal, Montgomery Securities 

George Still, Partner, Norwest Venture Capital 

Richard FI ill, CEO, Novel I us Systems 

Robert Cohn, Chairman & CEO, Octel Communications 

Flerbert M. Dwight, President & CEO, Optical Coating Laboratory 

Bryan Sheets, Principal, Paul Capital Partners 

J ohn M. Richards, Chairman & CEO, Potlatch Corporation 

J imAshbrook, Chairman of the Board, Prism Solutions, Inc. 

DadoBanatao, Chairman, S3 Incorporated 
S.S. Fishman, President, Sara Scientific Co. 

Al Shugart, Chairman, CEO, & President, Seagate Technology 

Pierre Lamond, Partner, Sequoia Capital 

J ames V. Diller, Chairman & CEO, Sierra Semiconductor 

J ohn A. Sobrato, General Partner, Sobrato Development Companies 

Garrett A. Garrettson, President & CEO, Spectran 

Robert M. Stafford, President, Stafford Capital Management 

Tom Sternberg, Chairman & CEO, Staples 

Scott McNealy, CEO, Sun Microsystems 

Robert L. Tillman, President & CEO, Sunshine Medical Instruments, Inc. 

Larry Israel, CEO, Telesensory Corporation 

Burton J . McMurtry, Venture Capitalist 

Lou Tomasetta, President & CEO, Vitesse Semiconductor 

Michael McCarthy, President and CEO, Web Publishing, Inc. 

Ronald Swenson, Partner, Western Technology Investment 
J . Emmett Flammond, President, Wireless Data Corporation 
Bernard Vonderschmitt, Chairman, Xilinx, Inc. 

William FI . Welling, CEO, Xiox Corporation 
Phillips Smith, CEO, Zycad Corporation 

The Political Greening of Silicon Valley 

Silicon Valley went political for the first time to stop Proposition 211, the Cali- 
fornia ballot initiative that would have subjected Silicon Valley companies to a bliz- 
zard of shareholder lawsuits. Of course, real shareholders almost never bring so- 
called shareholder lawsuits, these suits are brought by securities-litigation special- 
ists such as Bill Lerach, the market-share leader in suing high tech companies. 
Lerach was the author of Proposition 211. 

During my 28 years in Silicon Valley, I saw Intel’s chairman emeritus, Gordon 
Moore, only about once per year. Our conversations were almost exclusively about 
the chip business. During one extraordinary 3-month period in 1995, however, I met 
four times not only with Gordon Moore, but also with a large group of Silicon Valley 
CEOs, to talk politics: how to defeat Proposition 211. That Silicon Valley leaders 



247 


would convene for and contribute $30 million to a political activity was unprece- 
dented. We did it because Proposition 211 threatened the core of how we do busi- 
ness. For example, one of the provisions of Proposition 211 made it illegal for com- 
panies to indemnify their board of directors against lawsuits. Flow could any Silicon 
Valley company assemble a board of directors if the directors' personal property 
were liableto the vagaries of class action lawsuits? 

We defeated Proposition 211 by a 3-1 margin, but our activism on Proposition 211 
triggered the still-ongoing series of media reports on the "political greening of Sil- 
icon Valley." The press badly wants us in the action: Silicon Valley should stop sit- 
ting on the sidelines, stop being isolationist technonerds, recognize the value of gov- 
ernment-industry partnerships, become part of the process and help lead the coun- 
try. 

I believe we could make no bigger mistake. Silicon Valley is what it is because 
of the core values that drive our success. The politics-as-usual we ignore is antithet- 
ical to— and highly destructive of— those core values. I will build the framework for 
that conclusion— starting with the basic American freedoms that allow for the very 
existence of Silicon Valley— as follows: 

• Freedom and free markets (that is, capitalism) are built into the Constitution 
and the Bill of Rights. 

• America is unique in that it was the first truly free nation. 

• Freedom creates prosperity. 

• Silicon Valley is an island of freedom and free markets, more in line with 1776 
America and its government than 1998 America and its government. 

• Many CEOs practice not free-market capitalism but collectivism in one of its 
forms. 

• Collectivism is the irrevocable enemy of capitalism. 

• The collectivism espoused by big government undermines capitalism and there- 
fore the fundamental wealth-producing process of Silicon Valley. 

• Rapport with Washington offers only downside to Silicon Valley. 

• For these reasons, Technet, the Silicon Valley lobbying organization, is a bad 
idea. 


Freedom in America 

The basic premise of freedom is: I own myself. Therefore, I do what I want and 
go where I want— subject, of course, to the responsibilities to observe the freedom 
of others. 

Our freedoms beyond self-ownership are enumerated in the Bill of Rights, con- 
stitutional amendments 1-10. (Flere, I would like to stop to thank the Cato Founda- 
tion for the booklet given to each of you, a pocket-sized reprint of the Declaration 
of Independence, the Constitution, and the Bill of Rights.) 

The first amendment calls for freedom of religion, speech, press, and assembly. 
The form of these rights is particularly important: "Congress shall make no law pro- 
hibiting the freedom of * * I call this form a "protective right," because it tells 
us what the government cannot do to us, not what the government promises to do 
for us, like the so-called right to a "decent" wage, what I refer to as an "entitlement 
right," one which is not part of our basic freedoms— and shouldn't be, as I'll explain 
later. 

The first 10 amendments take the form of protective rights: to protect us from 
government because our founders did not trust unfettered democracy. J ohn Adams, 
our first vice president and second president, said: 

"We may appeal to every page of history we have hitherto turned over, for proofs 
irrefragable, that the people, when they have been unchecked, have been as unjust, 
tyrannical, brutal, barbarous, and cruel, as any king or senate possessed of uncon- 
trollable power. The majority has eternally, and without one exertion, usurped over 
the rights of the minority." 

J ohn Adams would say, "I told you so," if he knew that the TV-sitcom son of Ar- 
chie Bunker, "meathead" Rob Reiner, had just succeeded in passing California Prop- 
osition 10, an initiative to tax smokers 50 cents a pack because Reiner doesn't like 
cigarette companies and smoking. The tax is earmarked to "help children," via a 
new, ill-defined, statewide bureaucracy. Even if we dislike smoking and believe in 
helping children, we should never support any government action that confiscates 
the property of a minority group at the whim of, in the case of Proposition 10, a 
50.1 percent majority. Fligh-tech leaders Microsoft and Intel are currently learning 
that yesterday's Gallup-Poll heroes can become today's pariahs, just as subject to 
unfair government action as the tobacco companies. 

The Constitution also allows individuals to own their own thoughts— that is, their 
intellectual property— in the form of our patent system. And the Fourth Amendment 
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of the Constitution aiso defines the right to own reai property without the fear of 
unwarranted search or confiscation: 'The right of the peopie to be secure in their 
persons, houses, papers, and effects, against unreasonabie searches and seizures, 
shaii not be vioiated." 

With the right to own reai and inteiiectuai property comes the right to freeiy 
trade property with others. That's the basic mechanism of capitaiism: free trade be- 
tween consenting parties. 

I think most Americans embrace these basic freedoms. Our government taiks that 
taik, but as we know, they certainiy do not waik that waik. 

Consider the so-caiied "iiving wage" measure just adopted by the city of San J ose. 
One advocate of the new $10.75-per-hour mandated wage said that "we shouid find 
it in our hearts" to pass the measure. Aithough he did find compassion in his heart, 
unfortunately, he had to reach into someone else's pocket to pay for his compassion. 
That's what is wrong with the San J ose and all other minimum wage laws: They 
strip away the basic right of consenting parties to freely trade their goods and serv- 
ices in an uncoerced marketplace. Minimum-wage laws are not about compassion, 
they are about politics— politicians currying favor with one block of voters by turn- 
ing the government into a collective bargaining agency with powers well beyond 
those of any union. 

Often, capitalists defend free markets with the wrong reasons— on economic rath- 
er than moral terms. The president of the San J ose Chamber of Commerce argued 
against the new "living wage" law because it will cause economic harm. That may 
be true, but most in harm's way will be the poor, many of whom will face the pros- 
pect of being fired from their jobs under the new law because they cannot provide 
the value to warrant their new non-market salary. But economic harm is not why 
minimum-wage laws are wrong. Minimum wage laws are wrong because th^ 
immorally strip away our basic freedom to trade our services and property freely. 
It is also true that lost freedom causes economic harm, as I will demonstrate later. 

Minimum-wage laws are one example of entitlement rights. Other examples in- 
clude a government guarantee to a given wage, health care, or a job. Although we 
all want a world with good wages, universal health care, and low unemployment, 
we must realize that these goals are not "rights" at all in the sense of our Constitu- 
tional rights: th^ are nothing more than a government demand that Americans sur- 
render their property and wages to achieve government-mandated objectives. If we 
believe in the basic protective rights outlined in the Constitution, we cannot consist- 
ently believe in any entitlement "right" that negates those basic rights. 

America, the First Free Nation 

America was founded on principles unique and profoundly different from those of 
its predecessors. Our Constitution defined a government that was for the first time 
architected from the bottom-up (the people owned a government that was created 
to serve them) rather than from the top-down (the king-dictator, tribe leader, polit- 
buro— owns you and your property). One might be tempted to say that the European 
monarchies were on the path of providing rights like ours, but, even under the as- 
sumption of similar rights, there was a profound philosophical difference. For exam- 
ple, British rights were granted in documents like the Magna Carta, which granted 
some rights from an otherwise top-down government. The American mind-set was, 
"I am the king, I own you and your property— even your wife on the first night— 
but, being a good king, I will grant you the following rights." In our bottom-up gov- 
ernment, the first 10 amendments are protective rights, covering most daily activi- 
ties— speaking, praying, owning things, defending yourself— over which government 
control was explicitly forbidden. The mind-set was totally different, "We are the peo- 
ple; we own the government— and it will not be allowed to interfere with us in the 
following ways." 

Furthermore, the Bill of Rights finishes with the 10th Amendment, which imposes 
a limit on government: 'The powers not delegated to the United States by the Con- 
stitution * * * are reserved to the states respectively, or to the people." In other 
words, the government was specifically forbidden from meddling in an area where 
no powers were expressly granted. 

I wonder what the authors of the Bill of Rights would say about the Federal Gov- 
ernment's current micromanagement of our daily lives, like the case of the meat- 
packing plant in Cincinnati, Ohio, that was penalized in 1 week by the Food and 
Drug Administration for unsanitary plant conditions, and by OSFIA the next for un- 
safe working conditions caused by fr^uently washed wet floors? 

In addition to the personal and economic freedoms outlined in the Bill of Rights, 
our Constitution did not allow a Federal tax to be imposed on individuals: no rev- 
enue stream was to be created to feed a potential monster. Americans paid no Fed- 
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eral taxes until 1913, when we mistakenly passed the 16th Amendment to allow the 
Federal income tax. The passing of that amendment set the tone of duplicity com- 
mon in tax legislation today. The 16th Amendment was passed with a promise that 
there would be a top-bracket tax of only 7 percent levied only on the richest 1 per- 
cent of Americans. The promise lasted 3 years. By 1918, the average American was 
taxed, and the top-bracket rate reached 77 percent. Since no one would ever really 
pay a 77 percent income tax, we instituted some very destructive systems: complex 
tax laws to aid in tax dodging. Congressional micromanagement of the economy 
using tax breaks, and the practice of giving political contributions in return for tax 
breaks and subsidies. 

The corporation was an important part of our economic freedom, even in colonial 
times. Corporations provide the ability for people to work together with joint liabil- 
ity, rather than individual liability. That means if the company we work for becomes 
liable to another company or individual, our personal property cannot be con- 
fiscated, only that of our company. One reason Proposition 211 was so abhorrent to 
Silicon Valley is that it made it illegal for the directors of a company to have the 
same individual liability protection enjoyed by all other company employees. With- 
out corporations, individuals would not organize to perform tasks greater than indi- 
viduals can achieve alone. America did not invent corporations, but we embraced 
them. By 1800, there were more corporations in America than in all of the great 
countries of Europe combined. 

Freedom Creates Prosperity 

Ayn Rand once asked the rhetorical question, "Where did the extra come from?" 
She was referring to the wealth created by capitalism. She noted that after capital- 
ism's invention, wealth creation reached the rate of 300 percent per century, while 
prior to capitalism, the world had achieved a rate of only 3 percent per century. I 
decided to quantify more carefully Rand's back-of-the-envelope look at economic 
prosperity. My most accurate estimate for wealth creation since 1776 is 458 percent 
per century. 

GDP PER CAPITA 
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Figure 1. This graph of Gross Domestic Product (GDP) per capita vs. year shows 
that Americans in 1776 produced $919 per person per year in 1996 dollars, accord- 
ing to a 1994 Stanford economic study done by Passell and Atack. By 1869, the De- 
partment of Commerce reported its first results at $3,124 per person per year. Since 
1869, yearly data shows an increase to $28,540 in 1996. The growth rate of GDP 
per capita from 1776 to 1996— which is nearly identical to the growth rate of the 
average wage— is thus best estimated at 458 percent per century. 

Rand was right— something big did happen around 1776— and the common man 
became much more prosperous, much faster, than ever before in history. 
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A more contemporary look at the relationship between freedom and prosperity is 
produced on a yearly basis by Canada's Fraser Institute, whose Economic Freedom 
Index ranks countries according to complex measures including: 

• The size of government as a percent of the economy. 

• Government investment relative to the private sector. 

• The use of price controls. 

• The top marginal tax rate. 

• The right of citizens to own foreign currency. 

• The right of citizens to hold foreign bank accounts. 

• The protection of property rights. 

• The freedom to trade with foreigners. 

• Taxes on international trade. 

• Private vs. public bank ownership. 

• The use of interest rate controls. 

• The use of conscripts to obtain military personnel. 

It is interesting to note that the military draft is considered in an economic con- 
text, s^arate from its impact on human rights. Flowever, if you think back to the 
basic rights of owning yourself and of trading your services to others at a mutually 
agreed-upon price, there is a big difference between forcing people to join the mili- 
tary under the threat of jail and obtaining a voluntary agreement with people to 
serve in the military for compensation. I doubt that the Vietnam War would have 
happened if Americans had to pay for it at free-market prices. 

The factors in the Fraser index are weighted and condensed into a single scale 
that ranges from zero to 10, the best score. All of the world's prosperous, large 
economies— the U.S., the U.K., Canada, J apan, Germany, and France— have free- 
dom indices in the top 20 percent of the index. Conversely, Fraser's bottom-20 per- 
cent is populated exclusively by economic train wrecks. 


ECONOMIC FREEDOM INDEX 



SOURCE: FRASER INSTITUTE 

Figure 2. A list of the world's countries, ranked by economic freedom on a scale 
of 1-10. The United States ranks No. 3 in economic freedom. 
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GDP PER CAPITA VERSUS ECONOMIC FREEDOM 



SOURCE: FRASER INSTITUTE 

Figure 3. The correlation between national GDP per capita and freedom shows 
that freer countries are richer countries. 

Comparing the five quintiles of the Fraser Economic Freedom Index shows that 
countries in the top 20 percent of the index have a per capita income which is more 
than 10 times that of countries in the bottom 20 percent. 


GDP PER CAPITA (1990-1985) GROWTH 
VERSUS ECONOMIC FREEDOM 


3% 

2% 

1 % 

0% 

- 1 % 

- 2 % 

-3% 

LOW 20% 2ND 20% 3RD 20% 4TH 20% TOP 20% 

SOURCE: FRASER tHSTtTUTE 

Figure 4. The growth rate of real GDP per capita increases as economic freedom 
i ncreases. 

In addition to earning a higher yearly income, people in freer countries also see 
their income growing at a rate faster than that of people in countries with less free- 
dom. In the least-free countries, per capita income is actually shrinking. The old 
adage that the "rich get richer, and the poor get poorer" is a fact. The rich get richer 
not because of some unfair advantage, but because they demand freedom. Again, we 
should remember our priorities: we're free because that is morally right— and we're 
prosperous because we're free. 

Silicon Valley, Basic American Values at Work 

The free market in Silicon Valley is not well ordered or even predictable. People 
are free to quit, to start up their own company, and they often do. More often than 
not, start-ups end in failure: three out of four don't make it. That tolerance for fail- 
ure is a very important factor that differentiates the Silicon Valley economy. When 
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a start-up company fails in Silicon Valley, no one wails about the unfairness of for- 
eign competition or the need for government intervention. We simply say something 
like, "Did you hear that Schlock Tech cratered?" And then we get on with making 
sure we don't suffer the same fate. Failure is OK in Silicon Valley, because we truly 
believe that people are the key asset of any company, and that the newly defeated 
will be quickly re-employed to try again. When one of our competitors had a large 
layoff a few months ago, our FIR department hired an airplane to fly over its head- 
quarters, hauling a banner with our name and web site address. While the "right 
to fail" is a key attribute in a truly capitalistic economy, it is alien to the security- 
seeking "old economy." When Chrysler got in trouble, it successfully pleaded for a 
government bailout "to save jobs." When Intel got in such deep trouble in 1985-1986 
that it laid off one-third of its work force, it never asked for a bailout, and there 
was no surge in unemployment. The rest of Silicon Valley simply hired the windfall 
of exceptional talent. 

When a Silicon Valley company can no longer afford to support its employees and 
shareholders, it is natural and right that the process Schumpeter described as "cre- 
ative destruction" be allowed to move employees from low productivity jobs in a 
troubled company to higher productivity jobs elsewhere. It is not only wrong to co- 
erce people into supporting a failing company, it's also economically disastrous for 
our government to save old, low-productivity jobs just because that company has de- 
veloped a skillful lobbying department. 

The basic right of individuals to own their ideas takes on particular importance 
in Silicon Valley. Most ventures are funded specifically because of their intellectual 
property. Cypress's original intellectual property consisted of a way to make transis- 
tors faster than those of our competitors and a business plan to bring that technical 
capability to the market. Our 15-page business plan— and the six founders to pull 
it off— sold to a consortium of six venture firms for $3.5 million. Today Cypress's 
market capitalization has grown to approximately $1 billion— that's a typical, even 
modest, story of wealth creation in Silicon Valley. 

Silicon Valley is an economic meritocracy where people know that salary is not 
the path to prosperity. They know that "owning a piece of the rock"— and then mak- 
ing the rock worth a lot of money— is the only way to prosper. FI ere, the greatest 
wealth goes to those who create the greatest value. Intel became rich because it 
sells 80 million computer chips a year for about $200 each, a great value because 
each of those computer chips has about 50,000 times the power of a 1950's-vintage 
mainframe computer that cost $5 million. 

Silicon Valley knows that the old adage "money makes money" is false. We know 
that people make money, and money makes money only when it's invested in the 
right people. That's why Silicon Valley considers people to be an asset, not a liabil- 
ity, the way government views them. That's why when we see an immigrant we do 
not see a potential welfare case but an intellect with the potential to help one of 
our companies. The chairman of our board of directors and four of Cypress's ten ex- 
ecutive vice presidents are immigrants. 

Silicon Valley is a successful and dynamic example of the basic American values 
outlined earlier at work: private property, intellectual property ownership, and free 
markets. J ust as Americans are better off than people in other countries because 
our economy is freer, so the people of Silicon Valley are better off than the average 
American, because the Silicon Valley economy is even more free. 

I view Silicon Valley as a place of "free minds and free markets," to use the trade- 
mark phrase of the Reason Foundation. Capitalism is not just an economic system 
here, it is a way of life. And, to me, it is a natural way of life. I always remember 
a bumper sticker that read, "Capitalism: What people do when they're left alone." 

Capitalism has made the whole Valley rich, not just its CEOs. The 4.2 million fac- 
tory workers employed by the high-tech industry earn almost twice the yearly wage 
of workers in other industries. And— as I will illustrate in a poignant example— our 
markets have enabled us to become strategically important to America, as we have 
invented or commercialized revolutionary innovations such as the silicon chip, the 
computer, genetic engineering, and the Internet. 

I don't want more government in Silicon Valley. Government can do only two 
things here: take our money, limiting our economic resources, or pass laws, limiting 
our other freedoms. 

The question then arises: Why does Silicon Valley appear to be "going political"? 
Why do we see some of our CEOs actively embrace Washington? The 
counterintuitive answer is that many businessmen are not capitalists, as I have de- 
fined that term. Indeed, in many corporations, there are better capitalists in the 
stockroom than in the boardroom. 
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Many CEOs Are Not Capitalists 

I used to naively assume that a CEO, by the nature of his or her job, was a free- 
market capitalist. That view became problematical when I noted that some CEOs 
did very non-capital istic things, like lobbying for corporate welfare. I wondered, was 
there some sort of "new capitalism," embodying concepts like "government-industry 
partnerships," that transcended my traditionalist version? The Cato essay, 'The 
Paradox of the Statist Businessman," by TheodoreJ . Forstmann, addresses this ap- 
parent contradiction. 

Forstmann points out that just as the basic values of most ministers are under- 
mined by the TV evangelist, J immy Swaggart, so are the values of capitalist CEOs 
undermined by what Forstmann calls the statist CEO, those CEOs who compete 
using the power of the state. 

The prototype capitalist CEO lives right here in Silicon Valley: Fie or she is an 
entrepreneur with a position earned on merit, often the head of a start-up company 
that has created wealth not only for the CEO but also broadly for employees and 
shareholders. 

Let's contrast a hypothetical Silicon Valley capitalist businesswoman with a hypo- 
thetical statist businessman. To visualize the statist businessman, think about the 
behemoth company you dislike most— a company that is arrogant, treats its cus- 
tomers poorly, has lost market share, is always "downsizing," and fights a pro- 
tracted battle with hostile, unionized employees. Its CEO is almost undoubtedly a 
statist businessman. 

While the entrepreneur earned or created her position, the statist businessman 
achieved his position by climbing the corporate ladder, much the same way a politi- 
cian climbs the political ladder— by currying favor with the right people: by not 
stepping on the wrong toes; and by building a power base. And like the politician 
who has clawed his way to the top, holding power is the statist businessman's top 
priority, even above the interests of his company. Meanwhile, the entrepreneurial 
businesswoman has no time for corporate power struggles, she has to concentrate 
on the tumultuous world of Silicon Valley, where a new start-up or well-staffed big 
company might take a devastating toll on the competition in only a few quarters. 

The statist businessman draws a huge salary and bonus, as negotiated by his 
agents. Flis perks— corporate jets, limos, lavish expense-account dinners— are the re- 
ward for climbing the ladder. Those of you who have traveled here for this meeting 
will find out that there are no great, super-expensive restaurants in Silicon Valley 
and that night life here is characterized by freeways jammed at 7 p.m., when we 
leave work. The corporate jet is a Silicon Valley joke. Gil Amelio's short tenures as 
CEO of National Semiconductor and then Apple Computer were punctuated by deri- 
sive reports on how he insisted that each company pay for his private airplane. 
Once, as I flew in a middle seat in coach class into Beaufort, South Carolina, to 
speak to a Fortune 500 conference, I counted 52 corporate jets that flew in the CEO 
for golf— and a little conferencing. 

The entrepreneurial CEO keeps her salary and bonus very modest by Fortune 500 
standards. That is not to say Silicon Valley entrepreneurs cannot get very rich: 
Intel's founders have earned hundreds of millions of dollars in capital gains. It is 
easy to make a hundred million dollars in Silicon Valley— all you have to do is own 
1 percent of your company and then spend 20 years making that company worth 
$100 billion. Intel's current $160-billion market capitalization was created from 
nothing. Intel's employees and shareholders benefited with over $99 of capital gain 
for every $1 collected by its founders. 

The statist businessman wins using the state: that is, government. Flis large and 
effective lobbying organization is skilled at reducing taxes on his company, increas- 
ing the taxes on competing import products, creating quotas to block the imports 
he cannot tax away, and lobbying for pork— those "government-industry partner- 
ships" that allow him to continue on in businesses that would not otherwise be eco- 
nomically justified. Archer Daniels Midland Corporation's chairman, Dwayne 
Andreas, is one of the most effective statist CEOs, dubbed the "prince of political 
influence" by The Wall Street J ournal. About half of ADM's agricultural products 
are subsidized or protected by the Federal Government. The company rakes in $400 
million per year from the government, gives lavishly to both major parties, and ad- 
vertises heavily on Sunday morning TV political talk shows. ADM gets my vote for 
the most unreasonable subsidy: a tax break on each gallon of corn-ethanol produc- 
tion that exceeds the production cost of the gallon of gasoline it replaces. 

While the statist CEO has a well-staffed Washington office and government action 
agenda, most Silicon Valley companies do not have any presence in Washington at 
all. Even large Silicon Valley companies, such as Intel, have only a modest presence 
in Washington. And even then, Intel's six full-time lobbyists do only defensive 
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work— to protect the company from inappropriate, top-down government man- 
dates— rather than iobbying for corporate weifare. 

The differences between the capitaiist entrepreneur and the statist businessman 
couid not be greater: It is the difference between free market capitaiism and the col- 
lectivism inherent when government distorts free market action. The statist busi- 
nessman is no friend of Siiicon Vaiiey. He couid not be more different from Siiicon 
Vaiiey ieaders, despite the fact that his titie may be "CEO." 

Collectivism, Enemy of Capitalism 

There are many forms of coiiectivism, some are misiabeied as "capitaiism." The 
former Soviet Union is a straightforward exampie: coiiectivism took the form of so- 
cialism, an unmitigated economic disaster. However, consider the Japanese 
keiretsus and Korean chaebols. They're labeled "crony capitalism" by the press but 
are really nothing more than mutations of collectivism. 

The freedom of Americans to invest their money in a diverse, international money 
market contributes to our high score on the Fraser Economic Freedom Index. The 
J apanese money market is not free. J apanese people cannot choose among 500 dif- 
ferent mutual funds. Free-market competition forj apanese investment by American 
financial institutions is banned by the cronies that run crony capitalism. 

With limited investment choices, thej apanese put their money into post office ac- 
counts, which currently pay 0.25 percent i nterest— yes, you heard me correctly. Of 
course, any American financial institution would be overjoyed to give thej apanese 
people 2.5 percent interest, 10 times the going rate, but that's not allowed. Having 
used the government to block free-market choice for savings, the keiretsus then ex- 
ploit their "government-industry partnerships" to use the cheap money as they 
want, usually as below-market loans to subsidize manufacturing companies. 

Although the men who run the keiretsus are much more competent than those 
who ran the Soviet Politburo, no elite power structure can make decisions as well 
as the free marketplace. The keiretsus looked unstoppable in the '80's, when they 
effectively attacked our semiconductor industry. But the strategy of thej apanese 
keiretsus and Korean chaebols— to use nearly free money to gain market share 
without r^ard to profitability— has no more economic integrity than a Ponzi 
scheme, it just takes longer to collapse. 

Meanwhile in Silicon Valley, American investors, represented by their tough and 
aggressive mutual fund managers, demanded fair returns on their money, forcing 
our companies into a pay-as-you-go mode. With 6 percent money, our industry had 
a tough time competing against J apanese competitors with 0.25 percent money, but 
the free market capitalism of Silicon Valley prevailed over the collectivism of J apan. 
After a brief period of market-share leadership, thej apanese semiconductor indus- 
try has collapsed far into second place with a 32.5 percent market share, compared 
with America's 49.2 percent, according to semiconductor research organization 
Dataquest. 

Clyde Prestowicz declared the demise of the American semiconductor industry in 
his naive book, 'Trading Places," a work that became the mantra for every collec- 
tivist in Washington who wanted more control of Silicon Valley. Thej apanese semi- 
conductor scare produced Silicon Valley's only noncapitalist aberration, the success- 
ful lobbying effort to gain $1 billion in corporate welfare to support Sematech, a 
semiconductor industry consortium. Fortunately, our leaders woke up quickly and 
dumped the subsidy with hundreds of millions of dollars still available. The current 
charter of our Semiconductor Industry Association now calls for "free and open mar- 
kets," and the SIA board of directors is on record saying that it will not lobby for 
government subsidies. What Washington lobbying group do you know that stands 
for free and open markets with no subsidies? 

In 1997, I testified before Congress to support the elimination of the Department 
of Commerce, a primary delivery vehicle for corporate pork. By circulating a state- 
ment denouncing corporate welfare only 48 hours before my departure, I was able 
to get signatures of 79 Silicon Valley CEOs, who agreed to swear off corporate pork, 
even if it meant that their companies lost government funding. Do you think I could 
convince Archer Daniels Midland's chairman to sign that document? I even tested 
one of my icons, J ack Welsh, the CEO of General Electric, a big recipient of cor- 
porate welfare. J ack said "no" via a letter written in bafflegab by one of his "govern- 
ment relations" people. 

Americans may live in the most economically free major world economy, but cap- 
italism vs. collectivism is not a black-white dichotomy: it has a gray scale. Cur- 
rently, our state, local, and Federal Governments control about 40 percent of our 
gross domestic product— that is 40 percent of the combined output of every Amer- 
ican. 
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GOV’T SPENDING AS A % OF GDP 
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Figure 5. Prior to the enactment of the Federai income tax in 1916, oniy 10 per- 
cent of America's then-smaii GDP was required to run the government. During peri- 
ods of war, the amount spiked up, but iater returned dose to prior ievels. There are 
two noticeabie periods of American economic sociaiization: in the 1930's, when Presi- 
dent Roosevelt took a second 10 percent of America's output for the Great Depres- 
sion, and in the post-World War II period, when America and other democracies 
began a process of economic socialization. President Reagan mitigated that trend in 
the 80's, but he did not reverse it. 

Although you may think that 40 percent of GDP is an excessive cost for govern- 
ment, most of the socialized democracies of Europe spend more than 40 percent— 
and have the stagnant economies to show for it. 

One easy way to pinpoint the absurdity of the American tax bite is to question 
the 39.6 percent tax rates levied on Silicon Valley CEO's and the 36 percent rate 
levied on their companies. The standard argument for higher taxes is that they fund 
a greater good, like curing cancer. Of course, it is not at all clear that cancer could 
not be cured more quickly and cheaply with private funds, or that the "greater good" 
espoused is always as noble as fighting cancer. My favorite line item in this year's 
omnibus budget— pork-barrel legislation of cosmic proportion— is a $500,000 line 
item for horse-manure management. I am not joking with you, it is really in there. 
And while you are laughing. I'll add that there is another $500,000 line item for 
pig-manure management. Two Congressmen, two states, two campaign promises 
kept— it is the American government way. 

Let me attack the tax-for-greater-good argument as it applies to us in Silicon Val- 
ley. Consider the effect when the Clinton-Gore administration raised the tax on Sil- 
icon Valley companies from 35 percent to 36 percent. Vice-President Gore basks in 
the technology image that a few Silicon Valley leaders have given him. But that 
extra 1 percent tax Al Gore levied on Silicon Valley takes away billions of dollars 
from Silicon Valley— over $400 million a year from Intel alone. Consider that cor- 
porate tax on Intel a choice: either Intel invests its own profits, or surrenders those 
profits as taxes to be invested by the government. Intel's $400 million will be in- 
vested: raising or lowering taxes just decides who invests it. From that perspective, 
we have the preposterous claim that high-tech VP Al Gore can do better by invest- 
ing the $400 million than could Intel's CEO, Craig Barrett. I state the obvious: 
Every American would be better off if Craig Barrett invested the $400 million. 

An equally absurd situation arises when the government taxes Silicon Valley 
CEOs at a rate of 39.6 percent. By raising the tax on top-bracket individuals from 
36 percent to 39.6 percent, the Clinton-Gore administration will have extracted in 
the neighborhood of $1 million in extra taxes from the average Silicon Valley CEO 
by the time their administration ends in 2000. In my case, I have paid those extra 
taxes by selling off some of my investments, most of which are made in electronics, 
biotech, and I nternet-related companies right here in the Valley. Many of those com- 
panies are funded by venture capitalists with whom I work. I often evaluate compa- 



256 


nies, people, and business plans for venture capitalists. Sometimes I even join the 
boards of start-up companies to help them succeed. Who would best invest the last 
$1 million that I earned and gave to the government, me or high-tech VP Al Gore? 

Silicon Valley is an island of capitalism in a sea of collectivism. We are sur- 
rounded by big governments, big unions, big media, and big, statist corporations. We 
are an island of meritocracy in a sea of power struggles. In Silicon Valley, the 
phrase "what you know is more important than who you know" is a fact of life, not 
just an unrealized ideal. 

Do Not Normalize Silicon Valley's Relationship With Washington 

By the very way it works, Washington undermines the free minds and free mar- 
kets that are the cornerstone of Silicon Valley's success. Republicans claim their 
party stands for free markets, but they are the enemy of individual freedom, desir- 
ing to control by Federal law what you watch and what your reproductive habits 
are. The Democrats claim that their party stands for individual freedom, but they 
have always been the party of the free lunch, the party willing to tax and spend 
because they arrogantly believe they have a better idea of what to do with your 
money than you do. 

The metric that differentiates Silicon Valley from Washington does not fall along 
conventional political lines: Republican vs. Democrat, conservative vs. liberal, right 
vs. left. The key issue separating Silicon Valley from Washington is freedom vs. con- 
trol. That is the metric that contrasts individual freedom to speak vs. tap-ready tele- 
phones, local reinvestment of profit vs. taxes to Washington, encryption to protect 
privacy vs. government eavesdropping, success in the marketplace vs. government 
subsidies, and a free Internet vs. a regulated Internet. 

Once you understand that the left-right or liberal -conservative dimension is not 
the dimension that measures the gap between Silicon Valley and Washington, you 
will begin to see that the Washington politicians who argue vehemently about their 
supposedly profound differences are really cut from the same cloth. Think about the 
ultimate left- and right-wing figures in history. Perhaps the ultimate left-winger is 
J oseph Stalin and the ultimate right-winger is Adolph Flitler. Were these men really 
that different? Or does the left-right spectrum actually turn in on itself, putting Flit- 
ler and Stalin next to each other? I believe Flitler and Stalin were nearly the same, 
with the only thing separating them being the list of things for which they would 
kill you. In these less totalitarian times, we might view famous current left- and 
right-wingers, Teddy Kennedy and Newt Gingrich, as being nearly the same, sepa- 
rated only by the list of things for which they would put you in jail or take your 
money. 

The political parties are not even delivering their half-promises of freedom. The 
Republicans are not delivering on economic freedom, and the Democrats are not de- 
livering on individual freedom. Newt Gingrich, the self-proclaimed champion of 
small government, just managed the passage of a bill to purchase hundreds of mil- 
lions of dollars worth of C130 cargo aircraft that the Pentagon stated publicly it did 
not want. The Pentagon has complained that it receives unneeded ClBO's every 
year, which it quickly passes along to National Reserve units. Quite by coincidence, 
those ClBO's are made in Georgia, Gingrich's home state. And Kennedy, the cham- 
pion of personal freedom who protects individuals from big corporations, just au- 
thored a healthcare bill, which for no discernible reason whatsoever allows the 
American government to confiscate your assets— yes that is right, to violate the 
Constitution and take away your property— if you obtain foreign citizenship. 

Who goes to Washington? Those who have chosen governing— that is, ruling— for 
a profession. Washington is in the business of restricting freedom, and, therefore, 
in the business of undermining the foundation of Silicon Valley. 

On the economic side, what has Washington got to offer Silicon Valley? Consider 
the pork-barrel process by which Washington works: it extracts 20 percent of the 
yearly output of Americans as Federal taxes, consumes much of it to run a gro- 
tesquely inefficient organization, and then allows us to fight to get back the rest of 
what we first earned in the form of grants and subsidies. Silicon Valley is not very 
good at the pork-barrel game. Statist companies have refined their lobbying skills 
for decades. We cannot and do not want to win at their game. Famous bank robber 
Willie Sutton, when asked why he robbed banks, said, "Because that's where the 
money is." Today, Silicon Vall^ is where the money is. Anyone who believes that 
mon^ will flow uphill from Washington to Silicon Valley is very naive. 

Simon Cameron, three-time U.S. Senator from Pennsylvania from 1847-1877, 
said, "An honest politician is one who, when he is bought, stays bought." By that 
standard. President Clinton is not a good politician. One of the few political issues 
of interest to Silicon Valley is shareholder litigation reform, an effort to protect our 
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businesses from continuous barrages by the sharehoider iawsuit industry. Over haif 
the member companies of the American Eiectronics Association have been sued for 
sharehoider fraud by a smaii group of iaw firms speciaiizing in this iucrative en- 
deavor. We must believe that either half of AEA member companies are crooked, 
or that we have a group of lawyers running amuck. In 1995, Silicon Valley lobbied 
for the Securities Litigation Reform Act, the SERA, an act that put a higher burden 
of proof on plaintiffs in shareholder lawsuits before they are allowed to initiate the 
extraordinarily expensive discovery phase of a trial. 

My company was sued in 1992 when our share price dropped after we r^orted 
$0.15 earnings per share for the quarter compared with analysts' expectations of 
$0.20. The "fraud" claim was "justified" by using several of my quotes (for example, 
in 1991, after seven consecutive years of growth, I said we expected to grow again 
in 1992) and by declaring that earnings below expectations must therefore con- 
stitute fraud. This ridiculous complaint, created in hours by a legal lawsuit factory, 
launched us into a 5-year, $5-million proceeding, before a Federal judge found the 
case had no merit and threw it out of court. 

The 1995 SERA was carefully crafted by the Senate to balance the opposing objec- 
tives of limiting frivolous lawsuits while preserving the right to sue for those truly 
defrauded. Even though Clinton wooed Silicon Valley by telling us he supported liti- 
gation reform, he had also taken political contributions from plaintiff lawyers. Fie 
chose them over us and vetoed our litigation reform bill. Fortunately for us, the 
SERA was so well-crafted that a Democratic Congress overrode Clinton's veto. 
Shortly after that fiasco, Clinton returned to Silicon Valley for some more PR and 
to raise money at a prominent CEO's house at a $50,000 per plate dinner. One din- 
ner topic was litigation reform. Clinton then accepted several hundred thousand dol- 
lars to perform a back-flip. Fie turned on the securities lawyers and denounced 
Proposition 211, which would have effectively overridden the newly enacted SERA 
in California. 

Politicians know that playing both sides of an issue often brings in money from 
each side. Clinton repeated the performance this year when he flew to Silicon Valley 
for one fund raiser, and then flew on to San Diego the next day for a fund raiser 
hosted by Silicon Valley's legal nemesis. Bill Lerach. 

Siding with the Clinton administration may give Silicon Valley a temporary ad- 
vantage on some issues, but in the long haul, this administration undermines our 
basic values. The Democrats have no monopoly on undermining our values. Repub- 
lican Bob Dole was the patron saint of Archer Daniels Midland's billions of dollars 
in taxpayer subsidies. Dole flew on ADM's plane numerous times at submarket 
rates and purchased a Florida condo from ADM, also at a sub-market price. 

Pork-barrel politics is not only wrong, it is also highly inefficient. Often, the 
grants that come back to Silicon Valley are politicized into a state of worthlessness. 
For example, 4 years ago. Electronic Navs published a report about making gallium 
arsenide— a semiconductor several times faster than silicon— aboard the space shut- 
tle. Despite my own graduate-level training in transistor physics, and the fact that 
I was a member of the board of directors of Vitesse Semiconductor, the largest com- 
mercial manufacturer of gallium arsenide chips, I could see no economic benefit 
whatsoever in the space chips. Neither did Dr. Lou Tomasetta, Vitesse's CEO, who 
called the space chips "a solution looking for a problem." In this case, an "industry- 
government partnership" launched several $150-million shuttle flights without con- 
sulting with the industry partners, who would have predicted correctly that the 
"chips in space" program was useless. This is a classic and apparently contagious 
example of collectivist science: When I visited Zelenograd, Russia's version of Silicon 
Valley, near Moscow, I found that the Politburo had funded the same project. 
Stacked neatly in the corner of a museum were space-grown crystals not only of 
gallium arsenide, but also indium antimonide and lithium niobate. 

On the personal side of freedom, Washington is in the control business, but faces 
an obstacle described by Ayn Rand, in "Atlas Shrugged," 'There's no way to rule 
innocent men. The only power government has is to crack down on criminals. When 
there aren't enough criminals, one makes them: one declares so many things to be 
a crime that it becomes i mpossi hi e for men to live without breaking laws." 

Many of you who traveled here may not know that you broke a Federal law. This 
year, under a new law, it is illegal to carry prescription drugs not sealed in their 
original container. So, if you use a pillbox to carry a prescription drug along with 
your aspirin and vitamins, you broke a Federal law. 

In addition to the asset confiscation penalty on foreign citizenship I described ear- 
lier, Sen. Kennedy authored a law with 100 pages of "healthcare crimes," which also 
passed this year. These laws also turned the Federal Governments new weapon of 
choice— asset confiscation— on doctors that commit such crimes. Kennedy is ready 
to guarantee our so-called right to healthcare— by violating Americans' Fourth 
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Amendment right to be secure in their persons, houses, papers, and effects against 
unreasonabie searches and seizures." Why shouid Siiicon Vaiiey engage with a cui- 
ture that attacks freedom on so many fronts? 

As "heaithcare crime" iaws are to medicine, so are the extraordinariiy ambiguous 
and iiiogicai antitrust iaws to business. Rand ridicuied the contradiction of "free 
markets, enforced by iaw." The antitrust iaws, a modern invention of the so-caiied 
trustbusting era— in effect make it iiiegai for a company to be conspicuousiy success- 
fui. The ambiguity of the iaws grants the government huge powers to define on an 
ad hoc basis what is iegai and iiiegai, thus giving it controi over the company's oper- 
ations. Often the government uses another oxymoronic device, the "consent decree," 
to enforce its wiii on businesses seeking to avoid protracted iitigation against a foe 
with uniimited resources. 

liiogic comes from iiiogicai iaws. Consider the 1945 antitrust case of the United 
States vs. Aicoa Aiuminum. Federai J udge Learned Fland was Aicoa's judge and 
jury in that case, as is typicai in antitrust cases. Fie broke Aicoa apart with a judge- 
ment that contained this rationaiization: 

It was not inevitabie that [Aicoa] shouid aiways anticipate increases in 
the demand for ingot and be prepared to suppiy them * * * before others 
entered the fieid. It insists that it never exciuded competitors: but we can 
think of no more effective exciusion than progressively to embrace each new 
opportunity as it opened. 

That's right, Aicoa was convicted and broken apart for committing the crime of 
buiiding an efficient company that gained market share! 

Some high technology companies are now conspicuously successful. And, true to 
form, Washington's attack on Intel and Microsoft already has begun. The dreadful 
vagaries of the antitrust laws are most evident in the ongoing Microsoft trial. A sin- 
gle judge listens to the complaints of a few resentful competitors, reads a colorful 
memo from a Microsoft executive talking about "choking the air" out of some com- 
petitor, and then has the power to break apart the company founded and built by 
others over a decade, perhaps destroying billions of dollars of market capitalization 
in the process. A verdict against Microsoft would read as poorly in time as does the 
Alcoa verdict now. If convicted, Microsoft would be guilty of this crime: continuously 
adding features to its software, while bringing the price per function of its software 
to an all-time record low to the benefit of its millions of customers. 

The justice department once offered Microsoft a way out: agree to offer browser 
software from its competitor, Netscape. I respect Bill Gates for r^ecting what might 
have been a relatively painless escape and for litigating the issue on principle. 

Think about the topics of the last few minutes: pork-barrel politics and laws lim- 
iting freedom by creating new classes of criminals. Why would we a/ar voluntarily 
involve ourselves in the Washington morass? 

Technet, a Bad Idea 

Technet is a new Silicon Valley lobbying organization. Its website shows a cartoon 
of a Silicon Valley nerd shaking hands with a Washington bureaucrat. Technet 
could be the unofficial embassy that normalizes our relationship with Washington. 
That would be a very bad idea. 

When I asked my assistant "who the hell runs that organization," she gave me 
a list of its directors, which included two venture capitalists who funded Cypress 
in 1983, two investment bankers who brought Cypress public in 1986, a former 
member of Cypress's board of directors, four CEOs of respected Silicon Valley chip 
companies, four CEOs of important Cypress customers, and Cypress's current chair- 
man of the board of directors. At that point, I thought my criticism of Technet might 
best be done with diplomacy, but unfortunately, I lack the diplomacy gene. 

I opposed Technet prior to its founding. Technet was an extension of the anti- 
Proposition 211 initiative. After the victory over 211 there was a leftover contribu- 
tions kitty, and I was asked to leave in Cypress's share to fund other political en- 
deavors, like contributing to politicians who support Silicon Valley. My refusal letter 
read as follows: 

I am really speaking out against that pork-barrel system. Why else would 
I lobby against Sematech, a subsidy for my own industry? I also lobbied 
against the Department of Commerce— to abolish it— specifically because it 
is one primary vehicle of corporate welfare. Given that mindset, you can un- 
derstand how I would never support a politician like Anna Eshoo [a local 
Silicon Valley Democratic congresswoman]. She may agree with us on one 
or two technology issues to save her political butt, but she is a liberal-so- 
cialist who voted to increase taxes on all American corporations. She is the 
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enemy, standing against everything I stand for. It is oniy an accident of po- 
iiticai expediency that causes her ever to be on the same side of a given 
issue. J ust as I wouidn’t give money to PBS teievision, to be used to batter 
free markets and corporations, I don't give money to politicians to buy their 
vote on any given issue. 

I guess you could say that I was adamantly opposed to Technet, even before it 
got started. 

At least Technet is honest in its support of the pay-for-play Washington system. 
Here is an excerpt from a typical Technet email: 

I would like to call your attention to two congressman who have recently 
visited Silicon Valley and who have played a key role in our * * * success. 

R^. Billy Tauzin * * * and Rep. Mike Oxley * * * We'll be following up 
with phone calls and emails to ask for your financial support for these two 
friends. We hope you will consider making a $1,000 donation to each of 
them. 

It seems that Technet agrees with Will Rogers' observation that "America has the 
best Congress that money can buy." 

In fairness to Technet, I should mention that its two current initiatives are K- 
12 education reform, and the Unified National Standards Act, yet another law de- 
signed to eliminate frivolous shareholder lawsuits, one necessitated by the fact that 
securities lawyers now sue companies in both state and Federal courts, under two 
sets of rules, making securities lawsuits even more painful and expensive. 

Since Technet is not about to close up shop based on my criticism, I hope it will 
at least follow this advice: 

• Never lobby for pork-barrel measures; 

• Never move headquarters to Washington (the demise of other lobbying organi- 
zations): 

• Never lobby for a narrow issue like beating Microsoft at the expense of a funda- 
mental issue like government control over free markets. 

J OHN Doerr, Venture Capitalist 

J ohn Doerr was a leader in the victory over Proposition 211, and is currently a 
Technet leader. The press has singled him out as the icon for the political greening 
of Silicon Valley. J ohn has supported the current administration, and there is talk 
in the Valley about "Gore and Doerr in 2004." I n addition, J ohn is a general partner 
at Kleiner, Perkins, Caufield & Byers, one of the firms that funded Cypress. He also 
served on Cypress's board of directors for 10 years. And he is a friend of mine. 

Once I stated in a magazine interview that J ohn Doerr would be better off if he 
stayed home and did his job as a venture capitalist. J ohn read my remarks and rea- 
sonably misinterpreted them as criticism. He shot back in another magazine article 
that I was a "cowboy entrepreneur" who needed to think beyond the confines of Sil- 
icon Valley. After that, I called J ohn to explain to him in detail what I meant by 
my statement. First, I got him to agree with my premise that the biggest success 
he could have at Technet would be to get the Unified National Standards litigation 
law passed quickly and efficiently. (Today, he would probably also add improving 
K-12 education as a big goal.) Once we had established the definition of success for 
J ohn Doerr at Technet, I reminded J ohn of the success he had already achieved as 
a venture capitalist. What I said to him was a lighterweight version of the following 
statement, which I have enhanced by reading through the reports I receive from 
Kleiner-Perkins: 

John, in addition to starting Cypress, you and your firm also started 
eight other chip companies— including big winners like LSI Logic, VLSI 
Technology and Xi I inx— companies with $4.7 billion a year in revenue and 
16,400 employees. By funding such companies as America Online and 
Netscape, you commercialized the Internet and then enriched it by funding 
companies like Amazon.com that put the bookstore on line. In addition to 
that, I am aware of a dozen or more new companies Kleiner-Perkins has 
funded that will literally define the future of the Internet. You and your 
partners also launched the biotech industry by funding not only Genentech, 
but 20 more biotech and healthcare companies that fix vision with lasers, 
perform genetic engineering, create skin tissue to repair burns, make 
ultralow-dosage X-ray machines, and produce equipment for use in spinal 
surgery. One of your companies could literally cure cancer. 

And you and your partners, along with the network of Silicon Valley ven- 
ture capitalists, have funded those amazing companies that have revolu- 
tionized our country— for less money than it takes to build a single warship. 
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J ohn, who is more valuable to us? J ohn Doerr, the lobbyist who can get 
the Unified National Standards Act enacted, or J ohn Doerr, the venture 
capitalist who has helped change the world? 
j ohn, we can't afford to send you to Washington. 

How could J ohn Doerr respond to that? He said, "Well, when you put it like that 
* * * " 

J ohn Doerr is a great example of the enhanced value of an individual in a capi- 
talist society. The example also dramatically illustrates the efficiency of free-market 
investments, compared with the investments of collectivist organizations. With the 
money to buy one warship, the Politburo probably would have bought one more war- 
ship, later to be mothballed. J apanese and Korean collectivists probably would have 
added another unneeded semiconductor memory plant to acerbate the current chip 
glut which is so severe it has devastated the J apanese and Korean economies. 

In Silicon Valley, with the same money, J ohn and the network of venture capital- 
ists built an economic battleship that generates wealth from the private property 
of ideas traded in a free market. 

Washington builds battleships, battleship laws, and battleship bureaucracies. 
That's why we shouldn't normalize our relationship with it. To do so would be to 
choose against capitalism and freedom. When we see the government attacking our 
successes, such as Microsoft and Intel, we should stand together to defend that at- 
tack on free markets. And when we see the government seizing the assets of tobacco 
companies, we should not be quiet because we don't like tobacco. The obscenity of 
Federal and state attorneys general lining up like plaintiffs' attorneys to confiscate 
the assets of a company will surely be repeated. Right now, Washington is already 
calling the much-publicized 'Year 2000" problem a "chip problem." I won't waste 
your time on the technological absurdity of that position. 

The point is that if we sit back while the government illegally seizes the assets 
of the tobacco companies, we may find the same carpetbagging attorneys suing to 
gain Silicon Valley's assets soon after J anuary 1, 2000. 

Silicon Valley is an island of capitalism and freedom admired around the world. 
We must remember that free minds and free markets are the moral foundation that 
have enabled our success. And never allow those freedoms to be diminished for any 
reason. 

Chairman Kasich. I want to really compliment all three of you 
for just outstanding testimony. I have just one or two questions 
and then I will recognize Mr. Ryan. Mr. Miller, you make a very 
compelling argument. What does the other side say? 

Mr. Miller. The other side will say it is jobs and they can't com- 
pete in the world market. But they say you have subsidized sugar 
elsewhere around the world. We have subsidized sugar in France 
but we have laws keeping subsidized products from coming into the 
United States so that is not a valid argument. Yes, if they have to 
compete in the world market you may lose a few jobs but agri- 
culture is a huge net exporter for this country as far as our ability 
to compete. We should be able to compete. When you start pro- 
tecting industries, as we have with sugar, you are making them 
less efficient and you are enriching a very small number. So the 
argument they will make, we will lose jobs. But I say you are los- 
ing jobs from the companies like candy companies and cereal com- 
panies. Congressman Don Manzullo, from the Chicago area, says 
he has a cough drop company that won't move the rest of their fa- 
cilities from England because sugar is too expensive in the United 
States. Soft drinks. Coke and Pepsi no longer use sugar in their 
drinks in the United States because sugar is too expensive. So we 
have cost jobs even though some people with individual sugar 
growing districts would argue that. That is the only argument they 
can make. 

Chairman Kasich. What do you three gentlemen think we can 
do to get something accomplish^ on these fronts? And I know that 
you aP share each other's feelings about your specific testimony. 
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Why don't we start with you, Mr. Shadegg. What are we going to 
do to— what is it going to take to be successful in your judgment? 

Mr. Shadegg. I think it is extremely difficult to succeed in this 
area in this climate because you see just yesterday the Federal 
budget apparently is going to sustain an additional windfall and 
more revenues and I think some of the pressure that was there 
when we first started down this road may well be gone. But I do 
think that American politics is driven by fundamental fairness and 
I think as my colleague Mr. Miller pointed out, there are always 
winners, and Mr. Sununu made the same point. There are always 
winners and losers in each of these programs. The sugar subsidy 
is a good example of that. The power marketing administrations 
are good examples of that where some people are winning and ben- 
efiting and others are hurting, and yet I think it is clear that in 
each and every example of corporate welfare, if the program were 
eliminated and in some cases you have to eliminate it in a careful 
and methodical fashion so you minimize the losses and maximize 
the benefits of the program, at the end of the day doing away with 
these corporate welfare subsidies will benefit all of the taxpayers, 
make more dollars available. 

So I think it is largely an education effort so that people under- 
stand two things, one that the winners really aren't winning all 
that much and second, that it is not justified. I think that is com- 
pletely— a completely fair description of, for example, the power 
marketing administrations, the sugar subsidy, and so many others, 
as Mr. Sununu pointed out, where government picks a winner or 
loser and typically picks an inefficient winner punishing everybody 
else for that agency. 

Chairman Kasich. What approach do you have in terms of elimi- 
nating the Department of Energy? Where are you at this point? 

Mr. Shadegg. Well, quite frankly, Todd Tiahrt has the lead leg- 
islation in this area and has had for the last several congresses. I 
think he is doing the right thing. Your colleague Mac Thornberry 
is noted as being in the morning paper, the Hill, in trying to work 
in some restructuring in those areas where the Department of En- 
ergy should continue to remain active, the labs themselves. And 
yet, as you see, he is being punished by the Secretary of Energy 
for his efforts and there are threats to fire employees inside the de- 
partment who are cooperating with Max's efforts. 

I think you said the right thing. I think what we have to do with 
regard to the Department of Energy is sort out that which needs 
to be done and should be done. Clearly we have to have some 
weapons labs. Clearly there are some other programs within those 
departments which should continue. But there are quite clearly 
also many, many, many programs. 

Indeed, I would suggest perhaps more than half of the depart- 
ment's budget which could be flat eliminated without having a loss. 
Like any other institution, it has sought to perpetuate itself. With 
the end of the Cold War, the demands on the Department of En- 
ergy weapons labs have diminished and yet they wanted it to serve 
a need so you have seen private industry become much more in- 
volved in those labs. It is taking advantage of those labs and we 
are wasting millions if not billions of taxpayer dollars. I think we 
have to do a very, very aggressive job at looking at what should 
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just be gotten rid of completely, done away with, gone, finished. 
And I think that we have a window of opportunity to do that now 
because of the security breaches which has caused everyone to 
focus on what is wrong at the lab. 

Chairman Kasich. Mr. Miller, what challenges do you have and 
how do we 

Mr. Miller. Speaking about sugar specifically, during the au- 
thorization bill in 1995 we came within five votes of the House. It 
came very close. This had good bipartisan support. It was the Mil- 
ler-Schumer bill. Congressman Schumer is now Senator Schumer 
and he is leading the effort over in the Senate side. Now it is the 
Miller and Miller bill with George Miller. George Miller and Dan 
Miller don't always vote alike but we agree on this issue. The 
broader we can get our coalition to support this the better. It is 
going to be a perseverance effort. We have got to stick with it. As 
you know a few years ago we used to have a wool mohair program. 
We had a honey program. It was just year after year you just keep 
hammering away at the program. The American people get tired of 
this. There was an article in Readers Digest not long ago about the 
sugar program. NBC's the "Fleecing of America" did a piece about 
the sugar program. Time magazine has done an article. The more 
the American people get fed up with this program, raise it with 
their representatives. Democrat and Republican, the better the 
chance we will have to do it. 

Now, with the sugar program you can't just go to the Agriculture 
Committee and ask for them to get rid of the program. They are 
not going to do it. I testified before them and they are not as 
friendly a group as we have here in the room today. But the fact 
is it has got to come up for reauthorization. When we reauthorize 
programs as discussed earlier by the budget questions, that is the 
opportunity we have that we should force the fights on these issues 
and we ne^ to build up that coalition and just don't give up, and 
that is the position I am taking. 

Chairman Kasich. Is there any dispute about the impact on the 
Everglades? 

Mr. Miller. No, there is no dispute. We are going to spend in 
the $10 billion range to restore the Everglades but sugar is only 
one of the contributing factors. It is not the only cause of it. But 
the problem is they are only going to contribute roughly 2 percent 
to the total cost of the restoration of the Everglades yet they are 
a major contributor of the problem. One of the other irritating 
things about this program is that one of the solutions of the Ever- 
glades is buying up land to filter the water as it goes through the 
Everglades. We are buying the land from the sugar growers and we 
are paying an inflated price for the land because of the sugar pro- 
gram, which makes no sense. And so we really got a double hit in 
that area. 

Chairman Kasich. Mr. Sununu. 

Mr. Sununu. I think to answer your question about what can be 
done, I would begin with enforcing and doing everything we can to 
enforce fiscal restraint of these spending caps, the budgetary caps, 
because what they have done over the last 4 or 5 years is to force 
choices to be made. And as a result, we have seen that in programs 
like Advanced Technology Program, there has been a reduction, not 
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the elimination of the program, but a reduction in the funding. In 
the case of fossil fuel R&D or clean coal R&D, programs that have 
been very ineffective, we have seen a reduction in funding. 

So the pressure of the budget caps have forced us to make some 
choices and in this case good choices by minimizing the amount of 
funding that is going to these subsidies and these market distor- 
tions. I think budget process reform is part of the answer, focusing 
on the needs to ensure that programs are either authorize or they 
don't get funded. 

Sunsetting programs was talked about earlier by the first panel 
and finally to focus our efforts as you have suggested, Mr. Chair- 
man, the opportunity to create a coalition and to focus on one or 
two programs, achieve success in those areas, and then move on in 
order to highlight the fact that with a little bit of unity and a little 
bit of focus of resources and effort we can be successful in ener- 
gizing the public, getting them to recognize how much of their 
money is being wasted on these programs and then make a dif- 
ference. 

Chairman Kasich. Mr. Ryan is recognized. 

Mr. Ryan of Wisconsin. I want to thank the Members for com- 
ing here today. I am a new Member of Congress and I came with 
a little bit of experience here and I witnessed in the 104th Con- 
gress tremendous amount of momentum in the direction of elimi- 
nating the Department of Commerce and the Department of En- 
ergy, and eliminating the sugar subsidy five votes short. The mo- 
mentum was there and it seemed to be based upon a philosophical 
principle that no longer should the government be involved in pick- 
ing winners and losers in the marketplace but that the taxpayers 
through the private free market should do those types of decision 
making. 

It seems like we have strayed from that goal, strayed from that 
vision, strayed from those principles and although the discretionary 
budget caps helped put pressure on these things, I wanted to asK 
you since you as Members of Congress, Dan, I think you are in 
your fourth term, and J ohn, you are in your second— why? What 
has been happening? Why have we lost momentum on this point? 
Let's go to the senior one. Representative Miller. 

Mr. Miller. Well, there is a broad coalition of support for these 
programs unfortunately. I will stay with sugar since that is what 
my specific topic is today. We have a great coalition opposing the 
sugar program. We have consumer groups which recognize what a 
regressive tax is. We have the environmental community strongly 
supporting us on this. We have all the conservative anti-big govern- 
ment groups against this. And anybody that uses sugar is against 
it. Now, who's in on the other side? It is only the small group of 
sugar growers. But again, they just team up with other people. I 
have to scratch my head how other conservatives justify this pro- 
gram. I was a little baffled when I went through the fight in '95. 
But the frustration now is it will not be up for reauthorization 
until 2002. 

When we can sunset things and force them up for authorization, 
we have a real fight. Trying to do it through the appropriations 
process, which is the committee I serve on, is not where the battle 
should be. You are not going to get a free standing bill up there. 
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We have to gear up for the reauthorization. I think the more we 
can force authorizations and allow those fights to take place, we 
are going to have some victories. So we are going to have some vic- 
tories but we are going to have to keep perservering. 

Mr. Ryan of Wisconsin. If I could add to your point and as a 
cosponsor of your bill I think the environmental concerns were im- 
portant and valid ones but in my district there are jobs concerns. 
Nestle's has a plant in Burlington, Wisconsin which we call Choco- 
late City, U.S.A. In Burlington, Wisconsin we do Nestle's Quick, 
which is the milk powder you add. We do the Nestle's crunch bars. 
We do the big size, the little bite size. Nestle's employs about 400 
people there in Burlington, Wisconsin. It is a state of the art plant. 
They want to expand in this plant but they will not do so because 
of the price of sugar. We have a milk system that also is out of 
whack and I won't get into that but Nestle's wants to employ more 
people in Chocolate U.S.A. Because it is a great community to build 
a plant in to build more jobs, but because of the price of sugar 
these jobs are not going to be created. They will actually be created 
in other plants they have overseas. Now, it seems to me that we 
are at a critical philosophical juncture. Where are we going to de- 
cide that the nucleus of our economy is? Washington and bureau- 
crats and the Department of Commerce, Energy, and other places 
which are going to pick the winners and losers in the marketplace 
or are we going to go back with the Constitution and the idea that 
the individuals are the nucleus of our economy. That seems to be 
where we are right now. 

You know, we have asked welfare mothers to go back to work 
and earn a paycheck instead of going to the mailbox to get a wel- 
fare check. It seems to me that is very fitting to ask big corpora- 
tions who are getting corporate welfare checks from Washington to 
go out and earn a profit and go back to work themselves instead 
of coming to Washington for a handout. It seems only logical. I 
would like to ask Congressman Sununu a couple of quicK questions 
about the Department of Commerce. 

I believe that was an agency created in 1910 and has evolved so 
much over the years. What do you think are other ways that we 
can do to pursue the advancement of commerce and do you believe 
that the Department of Commerce needs to exist? I know your an- 
swer on that one, but has it outlived its use on this and is it a tool 
of economic development encouraging economic growth or is it a 
barrier toward economic development and economic growth? 

Mr. Sununu. I think in a lot of respects it is a barrier to eco- 
nomic growth. But let me talk a little bit about what exactly the 
dismantling act would entail because as is the case with the De- 
partment of Energy, there are components of the Department of 
Commerce that really can provide long-term value and that in fact 
in some ways ought to be given greater independence. Specifically 
the National Weather Service and NOAA. The bill would estab- 
lish— would consolidate the oceanographic and atmospheric and sci- 
entific functions of NOAA within a much more independent Na- 
tional Oceanographic and Atmospheric Administration. It would 
bring together the Bureau of Standards, spectrum research, the 
National Telecommunications Information Administration and the 
Office of Space Commerce, bring all of these within the core func- 



265 


tions of NOAA and preserve the functions of the National Weather 
Service. 

But at the same time it would, one, consolidate all of the duplica- 
tive agencies that handle trade functions which include the Inter- 
national Trade Administration, the Bureau of Export Administra- 
tion, the Office of the United States Trade Representative, and the 
Inspector Management within the U.S. Trade Administration, 
bring those all together into a single trade agency. It would termi- 
nate some of the unnecessary programs that I spoke about earlier, 
the agencies of the EDA, the National Telecommunications and In- 
formation Administration, and the Technology Administration that 
simply have outlived their usefulness if they ever had any useful- 
ness in the first place. And then it would wipe out certain depart- 
ment programs like the Office of Technology Program, the NOAA 
Fleet, and the Advanced Technology Program that are counter- 
productive as you described earlier or even the grant programs 
under the National Telecommunications and Information Adminis- 
tration that oftentimes are targeted at specific states. J ust to go 
down a few programs and it is not necessarily a specific criticism 
of what might be produced by the program, but you certainly have 
to question whether it is a Federal function at all or whether it be- 
longs in the Department of Commerce when we have a sea grant 
oyster disease account, zebra mussel account, the mussel program, 
the Charleston, South Carolina special management plan, the 
Chesapeake Bay observation buoys. These may or may not be 
worthwhile programs but is it really a Federal responsibility? And 
in some cases if there is going to be funding and research it ought 
to be done through agriculture or through the fish and wildlife in 
the Interior bill. There simply is not a need for a stand-alone De- 
partment of Commerce that is picking the winners and losers in 
our economy. 

Mr. Ryan of Wisconsin. Could I ask each of you this question. 
What are the savings estimates on the different bills you are talk- 
ing about and what would be the 1-year savings estimates? 

Mr. Shadegg. Let me start. I would like to if I could, comment 
briefly on your first question because I think that was a very im- 
portant question. What is the difference in the dynamic from 1994 
when we first came in, and I know you were here then, not in the 
same capacity, and now? I think it is a function of the law of dif- 
fused interest versus concentrated interests. A reality is that each 
of these programs has a concentrated interest which supports it, 
which is a very, very small portion of the overall economy. Those 
who benefit from the sugar subsidy, those who benefit from the 
power marketing administration. Those are concentrated interests. 
The interests in favor of the greater good, not wasting the money 
on these programs is a diffused interest. On any given program 
those who object to it and are being hurt by it are being hurt to 
a very, very small degree. Those who are benefiting, for them it is 
life and death. I think in 1994 we came here with an overall pur- 
pose of looking at the scope of the Federal Government. We were 
looking at the big picture and we were willing to focus on those dif- 
fused interests and the concentrated interests hadn't been able to 
respond. I think you cite a very good example of where we were 
successful. Welfare reform is a good example of where we looked 
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at the program. There was a diffused interest in eliminating it, but 
there had been enough publicity on the abuses in welfare that that 
diffused group of all Americans said look, welfare isn't working. 
That was fundamentally the objection and so we were able to over- 
come the resistance of the concentrated interests, those they be- 
lieved to be benefiting from the current system. 

As it turns out, we were right. People who were benefiting under 
or thought they were benefiting under the old system hadn't been 
benefiting, weren't benefiting. They are much better off now than 
they were then and that has been demonstrated all across the 
country. I think then is the message of how we recapture that. I 
don't think without the change in control of the Congress you can 
ever have that broad range of power to take on concentrated inter- 
ests in the interest of the greater good, the larger. 

So I think what we have to do is focus, focus as a Congress, focus 
as a Federal Government on specific programs, educate the Amer- 
ican people on why those specific programs are bad, the sugar in- 
dustry-subsidy being an example, the power marketing adminis- 
tration being an example. Point out how those are hurting every- 
body and not working and then we can realize kind of the greater 
good. You can empower the diffused interest to overcome the pow- 
ers of the concentrated interest. 

As for your last question, the subsidy of the power marketing ad- 
ministrations is about— I am just talking about SEPA, SWPA, and 
WAPA— is about $300 million per year. The revenue estimates 
from the sale depending upon whether you do a sale to the highest 
bidder, which I think is politically impossible because the con- 
centrated interest of the people that are getting cheap power will 
block you or whether you do a voucher privatization like the Czech 
Republic, as I mentioned in my testimony, where you allow the 
people currently benefiting from subsidized PM A power to get an 
economic benefit. I have a friend who worked here in Washington 
for a while, an economist. Hoover Institute trained economist, who 
in discussing the power market administration said, look, it may 
be a subsidy but they stole it fair and square. And what he was 
saying was the people benefiting from the PMAs have that right 
right now and it's difficult to take it away from them. That is why 
I think it is important to become a genius. The legislation we wrote 
says, all right, you are getting it back right now. Let's reward you. 
Let's let those people getting subsidized public power benefit from 
the sale of the PMAs and quite frankly legislation proposes that 
they be sold to those same people so they stay in control. We give 
them an economic incentive to stay happy with a privatization. It 
worked in the Czech Republic. I think it can work here. It can over- 
come the power of their concentrated resistance. 

Mr. Ryan of Wisconsin. One of the reasons why I asked about 
the scores, is because I see rising out of your testimony possibly a 
new strategy and a new consensus of how to elevate the diffused 
interests, and that is this. Congressman Sununu, you mentioned 
that the pressure of living under the discretionary spending caps 
has helped us pursue these goals of eliminating corporate welfare. 
Well, that pressure is really mounting right now. And these discre- 
tionary spending caps as we designed them in the Budget Com- 
mittee revolve around the goal of protecting the Social Security 
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trust fund, revolve around the goal of saying every penny of Social 
Security taxes you pay should go to Social Security, period, end of 
story, and take that off budget. Then what you are left with is a 
quandary we have right here in Congress this summer with the 
spending caps with our appropriation bills. We are now at a point 
of deciding priorities and spending within the Federal Government 
and there are obviously different degrees of these priorities. Do we 
help with veterans health care? Do we help with education, other 
types of programs? And when you put these corporate welfare pro- 
grams against these programs, when we are coming under tremen- 
dous pressure to stick to the discretionary spending caps, which we 
all support doing and on top of that support the discontinuation of 
the raid on Social Security, I think the diffused consensus, the dif- 
fused effort to try and go after these corporate welfare programs 
is significantly buttressed. That is why I asked what kind of money 
are you talking about that we are going to save and can we trans- 
fer that money into our priorities within the discretionary budget 
caps? 

Mr. SuNUNU. Congressman, in the case of the Department of 
Commerce legislation, there is in excess of $700 million in direct 
grants from the programs that provide the largest amount of 
grants to either otherwise profitable corporations or entities that 
really aren't deserving of those grants and then through the con- 
solidation of the trade functions and the consolidation of the ocean- 
ographic and weather functions I think it would be very realistic 
to realize in excess of $300 million in savings, which would bring 
the total savings on an annual basis to over a billion dollars. 

Mr. Ryan of Wisconsin. It is a lot of money. 

Mr. Miller. The sugar program the General Accounting Office 
estimates it is over a billion dollar cost to the American consumer. 
It is rather shrewd the way the program was developed. Actually, 
on paper the Federal Government makes a little money from the 
sugar program because the sugar growers are in effect taxed to 
keep the program going. The Federal Government makes about $50 
million off of it. Flowever, the General Accounting Office also 
looked at what the sugar program costs the Federal Government 
and it is over a $100 million because we are a huge purchaser of 
food products, food stamps, veterans hospital, military facilities 
that provide food. So there is a real cost but the thing is it is just 
bad economics. It is bad for trade. It is bad for the environment. 
It has got all the other bad reasons. 

Mr. Ryan of Wisconsin. Thank you very much, gentlemen. I 
yield back the balance of my time. 

Chairman Kasich. Mr. Wamp has one question and then we will 
get to former member Bob Shamansky before we go to a vote. 
Zach? Mr. Wamp? 

Mr. Wamp. Thank you, Mr. Chairman. J ust a quick statement 
about farm subsidies. When people ask me after four and a half 
years of serving in the Flouse what surprises me the most, it is al- 
ways my first response that somehow agriculture subsidies and the 
whole price support system have survived this changeover in men- 
tality from Democrats to Republicans. Agriculture is just so institu- 
tionally prominent around here. I still can't believe that we say we 
are reforming things, but it continues on. I oppose them all, and 
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I commend you for continuing to push this issue even though it 
gets drowned out by so many other issues and even though there 
is such a bipartisan coalition behind the continuation of these pro- 
grams. 

But my question, Mr. Shadegg, is about the Department of En- 
ergy. I would first ask that we are careful in painting everything 
at DOE with the same brush. Clearly there are a lot of problems 
with weapons labs, security and espionage, et cetera, et cetera. We 
all know about that now. But if you look at the multipurpose lab- 
oratories, like Oak Ridge National Laboratory, which I represent, 
Argonne, Brookhaven, and the other labs, there is a lot of positive 
science taking place. The only caution I would raise as we evaluate 
the effectiveness of the Department of Energy, and I am dis- 
appointed as well even though I have a site in my district with the 
management by the Department of Energy, that we are careful to 
not lose any of the equity that the government has in these multi- 
purpose laboratories and the value of the laboratories. As we look 
at your proposal, for instance, how would we address the manage- 
ment of the science investment that this Federal Government has? 

Basic research is a legitimate Federal Government role and we 
need to protect those facilities where we have so much value com- 
ing to not just the government but directly to the people in this 
country. I would also say when we first were elected, you and I to- 
gether and came here, the Galvin report had just come out. It as- 
sessed the role of the national laboratories, because we as a nation 
have not come to grips with what is the role of the laboratories in 
the post Cold War era. For over 50 years our national laboratory 
system was driven by one thing, one mandate: To be nuclear su- 
preme as a nation. Well, we accomplished that. Cold War is over. 
We are the most supreme nation in the history of the world in 
terms of this. The buildup and the science investment was all 
predicated on national security needs. 

We haven't established as a nation yet what is the role of our na- 
tional laboratory system in the post Cold War era. As you look at 
reform proposals for DOE or anybody else that is in the science and 
basic research business, we need to say where are we headed? 
What are we trying to do? Are we going to try to keep people alive 
and be a hundred years old? What is the mission? What is going 
to drive this investment? Otherwise it ends up being an annual 
maintenance obligation as opposed to a real vision for our country. 

Mr. Shadegg. 

Mr. Shadegg. I would agree with you that the fundamental 
question is what should the role be. I think I would also completely 
agree that in this post Cold War era, the role of the laboratories 
deserves to be reexamined. In an earlier exchange between myself 
and the chairman, we talked about the fact when you do an audit 
of DOE, you need to look at what functions that it is important 
that it continue to do and I think the labs fall in that category, but 
there are things that even the labs are doing that may not even 
be necessary. I cited an example of a program where Sandia Lab 
is working on improving the fireworks at Disney Land, a $300 mil- 
lion program. Why do we need that? 

I think it is very important that we ask what are the functions 
of the Department of Energy, are they properly organized and 
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where should they be located in structure? Clearly the work of the 
weapons labs needs to go on, needs to go on under government su- 
pervision and is extremely important. 

I don't believe you were here for that part of my testimony, but 
President Clinton had the Foreign I ntel I igence Advisory Board un- 
dertake a review of the labs themselves, particularly the weapons 
labs, and look at what is going on and their report was scathing. 

I think you put your finger on it correctly. We need to make careful 
decisions about which functions are important, what goals we want 
them to achieve. Beginning— there are critical comments which I 
went over in researching my remarks for today. There are critical 
comments about the structure of the Department of Energy and 
about its lack of mission from literally the day of its creation, and 
I listened to my colleague Mr. Sununu's comments about the criti- 
cisms of the Commerce Department being a hall closet in which 
you throw everything that you don't know what to do with. I think 
that is what we have done with DOE and I think it is time to sort 
it back out, decide what should be within the capacity of DOE, 
what should the structure be, but also, and the chairman and I 
talked about this, what things can we flat out eliminate that the 
government simply has no business being involved in, and that, as 
I think Mr. Sununu eloquently pointed out, when the government 
picks winners and says, well, we will subsidize this activity but not 
that one, we will aid this industry but not that one, we are acting 
in a way which is antithetical to the premise behind this country, 
which is an individual initiative ought to be the driving force in our 
economy and ought to be rewarded, not bureaucratic allocation of 
money or power. 

Chairman Kasich. The gentleman from Georgia is recognized. 

Mr. Chambliss. Thank you, Mr. Chairman. I apologize for not 
being here. I was over in Agriculture Committee dealing with an- 
other favorite subject of my friend from Florida, the dairy program. 
We were talking about something over there that is very appro- 
priate when we talk about the sugar program. Dan and I have had 
many conversations about this, and while I have no parochial inter- 
est in sugar, I very much have a parochial interest in agriculture. 
In spite of what my friend from Tennessee says, there is a place 
for Federal Government in agriculture. That place may not be ex- 
actly where we are today and where we ought to end up from a 
Federal perspective but, you know, we don't play on a level playing 
field in the world market. We keep talking about putting our farm- 
ers into the world market. A lot of our crops simply don't have a 
world market, number one, because of the high subsidies that are 
paid by other countries and the ability of our farmers to compete 
IS just not there. And I think the sugar program is a classic exam- 
ple of that. 

Dan, you are right, there are— there have been changes in that 
program. They may not have been changes that seemed to be posi- 
tive but changes that created a positive flow into the U.S. Treasury 
from the sugar program. There is a tax on sugar growers. It has 
created anywhere from $3 million to $68 million in positive cash 
flow into the U.S. Treasury over the last 15 years since 1985, when 
that program truly went to a no net cost program to the taxpayer. 
Now, again, you may be right that it has cost attached to it to the 
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standpoint of having to treat veterans at hospitals or other health 
care related incidents, but my gosh, what does salt do to people? 
We can't go into dealing with the cost to the government from agri- 
culture products and determine which ones we are going to try to 
regulate to a heavier extent based upon health care issues. Be that 
as it may, we are headed down a road that we have been traveling 
for the last 5 years, which I think is a very good road, and that 
is getting the government more and more out of the agricultural 
arena. 

But when we put our charts up back in 1995 and we showed to 
the American farmer we are going to start reducing the influence 
of the government in your markets and put you more in the world 
market, we had that on one side of the chart. And on the other side 
of the chart, we also had benefits that were going to flow to those 
folks to make the playing field level, benefits such as reduced regu- 
lation. Have we done that? No. We are going to have reduction in 
taxes. Have we done that? To a limited extent we have. But there 
were any number of other items over there that we were going to 
use to offset the bottom line problem that that farmer was going 
to have in the long run through a change in agriculture policy. 

We need to do a better job of keeping our farmers in business, 
and the sugar program is one that simply doesn't cost the Amer- 
ican taxpayer anything. The sugar farmer that participates in the 
program and gets a loan from CCC has to pay the loan back, and 
in the last 10 years, the only two loans that have been in default 
on the part of the farmer have created a positive inflow into the 
U.S. Treasury because the government wound up selling the collat- 
eral for more than the loan amount. 

So there has simply been a positive cash flow in the sugar pro- 
gram by the sugar program into the U.S. Treasury that doesn't 
translate into corporate welfare in any way you look at it. 

Now does it cost the consumer more? Now that is an issue that 
I guess we could argue, but it is not really material to the argu- 
ment of corporate welfare, but when you look at the numbers 
again, since 1990, the amount of the world— of the price for raw 
sugar that was paid to the producer has decreased by 13 percent. 
Now, has a bar of candy decreased by 13 percent at the retail level? 
Has the price of any sweetened products— any products sweetened 
by sugar decreased at the retail level by any amount? And I submit 
to you that you just can't show me a product that has decreased 
by any amount even though the price to the farmer has decreased 
over the last 10 years by 13 percent. 

So I would stand and argue with you, Dan, that when we look 
at programs such as our agriculture programs and, in particular 
sugar, that there is no corporate welfare there, and I am sorry I 
missed your testimony, but I have heard it before so I know exactly 
what you said. 

Mr. Miller. May I respond? I need to— with all due respect, I 
need to disagree with you. General Accounting Office, which is the 
neutral authority in this, says it cost the American consumer over 
a billion dollars a year and consumers are taxpayers, and actually, 
they are very shrewd, this sugar industry, to in effect create a tax 
on the sales to pay the government about this $50 million a year. 
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To me it is the bribe to the Federal Government to keep the pro- 
gram going. 

But one thing— agriculture is very competitive in the world econ- 
omy today. Tropicana is my largest employer in my district. Over 
20 percent of their product is sold outside the United States. Over 
50 percent of the fresh grapefruit raised in Florida is shipped out- 
side the United States. We have got more citrus than we can sell 
in Florida, and we have got to find world markets for it, and we 
have got to open up those markets, whether it is in J apan, China 
or Europe, to sell our citrus, but if we say, well, we won't let you 
sell your sugar, but we want to sell our citrus, that is not how you 
negotiate a trade agreement. Our agriculture people have a huge 
net surplus in agricultural exports, as you well know. That is one 
of the shining parts of our export market today. 

So we need to open up markets, and if we are trying to defend 
and protect one, and sugar is about the only one that hasn't 
changed. They did some technical changes but the price of sugar 
is legislated at over 20 cents a pound, period. It has been that for 
the past 10 years. It won't go down because the Federal Govern- 
ment has this complicated process to keep it up there. 

So I think it cost the American consumer who is the American 
taxpayer. 

Mr. Chambliss. Let me just quickly respond to that, and that is 
what I said earlier. When the price to the producer goes down by 
13 percent over the last 10 years, you should see a correlation to 
that savings on the part— at the retail level, and you just don't see 
it, Dan. You don't see it. I mean, the price of a candy bar has in- 
creased, if anything, by anywhere from 10 to 50 percent, in some 
particular instances that I know about, and it just doesn't work 
that way. 

Mr. Ryan of Wisconsin. If the gentleman will yield for a second, 
we have a vote coming up, but you mentioned you were doing an 
agricultural hearing marking up a bill to solidify the current status 
quo on dairy, and I could submit to you that part of the reason why 
we have had no reduction in the cost of candy bars, specifically 
chocolate candy bars, is because one of the factors for production, 
in addition to sugar, is milk, and we have an antiquated. Depres- 
sion Era, socialized milk system right now that gives producers a 
higher price of milk. Producers in Florida based upon their geo- 
graphic location and proximity to Eau Claire, Wisconsin, so we are 
paying farmers in Florida and New York, Arkansas, Alabama, 
more money to produce milk because they live farther away from 
Eau Claire, Wisconsin. And a big part of the reason why candy 
bars, chocolate candy bars haven't gone down so much is because 
of this antiquated, socialized milk system we have which in and of 
itself is a good example of corporate welfare. 

Chairman Kasich. You know, the steady, old hand of the chair- 
man, you know, left the dais just for a few minutes, and now this 
has degenerated so badly. We got milk, sugar and peanuts if the 
truth be told. Anyway but I think 

Mr. Chambliss. Mr. Chairman, can I add just one thing, though? 
Now, I am going to agree with you. Fie hit on something that is 
absolutely essential for the future of agriculture and the future of 
these programs, and that is trade. You are right. There are prob- 
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lems. There is not a level playing field out there, and the way we 
can level it through good trade notions, and agriculture has not re- 
ceived a profile from a trade perspective that it needed to receive, 
and it is not just this administration. It is previous administrations 
also, but I think we are in an atmosphere now where we can make 
those changes and we can negotiate. If you eliminate the subsidies 
worldwide, then you are going to see significant changes in our pro- 
grams, and our folks would be able to compete in whatever may be 
determined as the, quote, world market, unquote. 

Chairman Kasich. We are going to take a recess, but I know 
that we have got the next panel. Mr. Shamansky, who has been 
here all day, will be next, along with David Minge. We have two 
votes. One is 15 and then I think just a vote on final. So we should 
be able to get back— I will be back immediately and encourage the 
members to come back, but I think in a nutshell this kind of sums 
up the problem you have here when you have sugar yes, sugar no, 
milk. The key is how do we find the handful of issues that can get 
the momentum going, and it is going to be based upon a strong 
consensus, not just inside, but with the outside groups as well. I 
would anticipate we would be back here within 20 minutes. So the 
committee will stand in recess. 

[Short recess.] 

Chairman Kasich. The committee will come to order. We have 
got with us Congressman David Minge from Minnesota, and my 
friend from Columbus, Ohio, former member Bob Shamansky, and 
I think Bob, if you don't mind, we will start with David and then 
come to you, and David, the floor is yours. 

STATEMENT OF THE HON. DAVID MINGE, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF MINNESOTA 

Mr. Minge. Thank you, Mr. Chairman. First, I would like to 
compliment you on scheduling this series of presentations today. 
We have hacf hearings on, so to speak, corporate welfare, and there 
is probably no area where this is more conspicuous and more egre- 
gious than what has been called the competition between the 
States or smokestack chasing, where one State is trying to raid a 
business, to raid another State to draw that State's business into 
its State, where we have professional sports teams who are playing 
one State off against another, one metropolitan area off against an- 
other, to see who will contribute the most money for a stadium, all 
of this being done at taxpayer expense. 

There is some examples of this that really stand out and define 
the nature and the magnitude of the problem. Let me take a 1993 
agreement between the State of Alabama and Mercedes Benz. The 
State of Alabama and local units of governments in that State pro- 
vided a subsidy package worth an estimated $250 million to build 
an auto plant in Alabama. Each of the jobs, estimated to be 1,500, 
that would be created by the project cost the people of the State 
of Alabama $168,000. 

Similarly, the Marriott Corporation, headquartered in Maryland, 
determined it needed to build and expand its headquarters facility. 
It looked across the Potomac to Virginia and started a bidding war 
between Virginia and Maryland. Bd'ore it was over it is estimated 
that as much as $70 million in subsidies from the State of Mary- 
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land are being provided to this very profitable and successful busi- 
ness corporation so that it would retain its headquarters in the 
Maryland area. 

Now, this is a contest among the States that many of us may 
stand here in Washington and look and say, well, gee, this is up 
to the States to figure this out, but the sad truth is the States can't 
do it on their own. It is like unilateral disarmament. If the States 
make a pledge that they are not going to engage in this type of 
smokestack chasing or raiding, that agreement is only successful 
until some State decides it is going to break the arrangement. 

Probably the longest running competition and the most often vio- 
lated agreements are between New York and New J ersey. New J er- 
sey with regularity tries to lure corporate headquarters or other fa- 
cilities from Manhattan across the Hudson River, and they have 
been successful and New York responds, and then the States agree 
they won't do it anymore, and next thing you know they are up to 
the same type of conduct again. 

In Minnesota we face this in numerous settings, and it has 
reached the point where the Minnesota State legislature has peti- 
tioned Congress to take action to respond to this type of problem. 
The State fegislative request was matched by a request from the 
governor of the State, and at least eight other states have made 
similar requests of Congress. We have the power under the com- 
merce clause of the Constitution to regulate interstate commerce. 
It is our act. If we want to try to bring some order to this chaos, 
we can do so. If we choose not to, then this destructive competition 
among the States, at great expense to taxpayers, continues on from 
year to year. 

Mr. Chairman, in your own State of Ohio I am aware of a situa- 
tion where the City of Cleveland struggled to keep the Cleveland 
Browns' ball team. It didn't want the team to move to Baltimore, 
and the city offered a package worth an estimated $175 million. 
Yet at the same time the public schools in Cleveland were in trou- 
ble. Eleven were closed in 1995 for lack of funding. 

Clearly, we have to identify our priorities in this country, and I 
believe that the citizens in almost every State agree that the pri- 
ority is not tax subsidies to profitable business operations and to 
professional sports teams, but instead it is education, and if we are 
going to be of assistance to the States and the communities with 
reference to this destructive competition, the type of legislation 
that I have proposed is the most effective way to proceed. 

My bill, which is called the Distorting Subsidies Limitation Act, 
is H.R. 1060. I have worked on this with economists, with business 
development leaders and officials from a variety of locations around 
the country and received support for my effort, and I would just 
like to point out in closing that this is not a problem unique to the 
United States. Canada has had this problem. They have taken 
steps to address it. The European Union perhaps provides the best 
example. They have recognized that this type of destructive com- 
petition within the European Union can cost member countries 
hundreds of millions of dollars, and as a consequence as a part of 
the initial charter that was set up, a bureau was created that has 
the specific responsibility of dealing with this type of smokestack 
chasing situation in the European Union. 
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I would urge that this committee recognize the importance of this 
type of l^islation and that my colleagues on the committee join 
with me in pressing for a hearing before the appropriate committee 
in Congress and ultimately consideration on the floor in passage. 
Thank you. 

[The prepared statement of M r. M inge follows:] 

Prepared Statement of Hon. David Minge, a Representative in Congress 
From the State of Minnesota 

I am pleased by the opportunity to testify before the committee today on a type 
of corporate welfare that deeply concerns me due to the extensive cost to the tax- 
payer. 

States and cities across the country are competing against one another to lure 
companies that will provide jobs to local residents. This has been happening for 
years, and it probably always will, given our country's commitment to the free mar- 
ket economy and rigorous competition. Some localities simply do a better job of en- 
suring that their area has an educated workforce, efficient transportation infrastruc- 
ture, and is generally more attractive to employers. That's one of the tenets of good 
government— create an environment that promotes economic growth and jobs. 

But in the last several years we have seen an increase in competition between 
the states based on something other than the quality of the roads, schools, or avail- 
able labor force. Local governments are being forced to spend scarce taxpayer dollars 
for incentives to attract specific companies looking for a new home, or even more 
discouraging, just to keep a business from packing up and leaving town. 

This practice is wide spread. A 1993 Arizona Department of Revenue study found 
that half the 50 states had recently enacted financial incentives to induce companies 
to locate, stay or expand in the state. Targeted businesses have ranged from airline 
maintenance facilities, automobile assembly plants and professional sports teams to 
chopstick factories and corn processing facilities. These deals often range into the 
hundreds of millions of dollars. 

For example, Pennsylvania, bidding for a Volkswagen factory in 1978, gave a $71 
million incentive package for a factory that was projected to eventually employ 
20,000 workers. The factory never employed more than 6,000 and was closed within 
a decade. 

In a 1993 agreement with the State of Alabama, Mercedes received a sweetheart 
subsidy package worth $253 million to build an auto plant in that job-starved state. 
Each of the 1,500 jobs created cost the state taxpayers $168,000. 

And most recently, the Marriott Corporation gleaned what is estimated to be as 
much as $70 million in subsidies from the State of Maryland and Montgomery 
County to expand their operation. This firm has been headquartered for decades in 
the Free State, and has prospered nicely with the help of an educated and produc- 
tive workforce. When company executives threatened to pick up and leave after 44 
years in Maryland, and when they sat down with Virginia officials to discuss "op- 
tions," Maryland had little choice but pony up with $70 million in tax breaks and 
road projects or risk seeing Marriott ride into the sunset. 

While spending billions of dollars to retain and attract businesses, state and local 
governments struggle to provide such public goods as schools and libraries, public 
health and safety facilties, and the roads, bridges and parks that are critical to the 
success of any community. These subsidy deals have a direct effect on the avail- 
ability and quality of public services. 

The city of Cleveland, while it struggled to keep the Cleveland Browns football 
team from moving to Baltimore, announced the closing of 11 schools in 1995 for lack 
of funding, yet the city offered to spend $175 million of public money to fix the 
Browns' stadium to ward off Baltimore's successful offer to attract the team. 

My own state of Minnesota is experiencing a similar dilemma. There has been a 
lot of talk in the last couple of years about the Minnesota Twins being lured away 
by a publicly financed stadium in another part of the country. That talk had quieted 
but has just recently reappeared on the front pages of Minnesota newspapers. The 
Twins have long been pressing the state and local government for a new sports sta- 
dium. It appears now that the cities of Minneapolis and St. Paul are gearing up for 
a bidding war to publicly finance a new stadium to lure the team. This comes less 
than 2 years after the state legislature and the city of Minneapolis decided against 
financing a stadium. 

This is being played out around my state in even our smallest communities. I 
have had some personal experience with the issue when I served on the County De- 
velopment Commission in my hometown of Montevideo in western Minnesota. I 
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know from my own work how frustrating it can be for a smaiier community to have 
to compete with communities that have deeper pockets or that are more wiiiing to 
give breaks or go into debt to win a deai. 

Aii toid, state and iocai government across the country provide more than $15 bii- 
iion annuaiiy in tax rebates and other subsidies, according to Kenneth Thomas of 
the University of Missouri, St. Louis. That price tag is staggering. Those funds couid 
educate 3 miiiion eiementary school students, hire 300,000 police officers or con- 
struct 6,000 miles of four-lane highway. 

Millions of dollars of bonds are issued every year by state and local governments 
to finance projects that benefit a specific business. These bonds are tax free because 
they were intended to finance schools, infrastructure and other civic improvements, 
not sweetheart deals to corporations or professional sports teams. 

It gets worse. Some of these distorting subsidies are financed through Federal tax 
dollars. The U.S. General Accounting Office (GAO) reports that Federal block grant 
funds are being used not only to create jobs, but subsidize the movement of jobs 
from one state to another. Why should the nation's taxpayers finance these deals 
that benefits job growth of one state to the detriment of another? 

Individual states and local governments are powerless to put a stop to the prac- 
tice. Unilateral disarmament in this bidding war could mean the loss of thousands 
of jobs to other jurisdictions. At the same time, businesses cannot be blamed for 
wanting to move into a community that offers the best incentive package. What is 
clear is that the system itself is flawed, and that we are due for a tune up. 

We must start considering how to stop the use of tax subsidies that squander lim- 
ited public resources and distort economic decision-making. I am encouraged that 
nine state governments, including the Minnesota Legislature, have passed resolu- 
tions urging Congress to find an answer to this lingering question. I have consulted 
with the Minnesota's Department of Trade and Economic Development, Mel 
Burstein and Art Rolnick of the Minneapolis Federal Reserve Bank, Ohio State Sen- 
ator Charles Florn, local economic development planners and many others to develop 
legislation and build interest in resolving this problem. 

I have introduced a bill that is intended to end competition based on public give- 
aways rather than sound economic principles. The Distorting Subsidies Limitation 
Act of 1999 (FIR 1060) requires businesses benefitting from special grants or tax de- 
ferrals to be taxed on the value of the subsidies at the same rates as currently apply 
to other income under the Federal corporate tax structure. Let's face it, these sub- 
sidies are income that businesses are milking out of local government. I think of 
this proposed tax as a "sin tax" meant to stop an undesirable activity. I also propose 
an across the board prohibition on the use of tax-exempt bonds or Federal resources 
by states and communities to lure businesses or prevent them from considering 
other locations. 

Several other Members of Congress have put together legislative proposals in at- 
tempt to halt these distorting subsidies. I salute their efforts, and hope that as con- 
cern about this unwise use of public resources continues to grow, we in Congress 
can hammer out a consensus approach. The point is that Congress is empowered 
by the Interstate Commerce Clause as the only entity that can put a stop to the 
economic war between the states. 

Mr. Chairman, U.S. Sugar policy does not belong in this hearing. 

No U.S. Sugar Subsidies or Quotas 

The U.S. government has made no payments to U.S. sugar producers in decades. 
Since 1985, consistent with Congressional intent, U.S. sugar policy has been run at 
no cost to the U.S. Treasury. Since 1991, U.S. sugar policy has been a revenue rais- 
er, with significant "marketing assessment" funds contributed annually to the U.S. 
Treasury. 

Critics contend that other commodity programs were phased out in the 1996 Farm 
Bill. In fact, spending by USDA's Commodity Credit Corporation on these "elimi- 
nated" programs— such as foodgrains, feedgrains, oilseeds, and cotton— have risen 
from $4.6 billion in 1996 to an estimated $18.2 billion in 1999— and deservedly so, 
given the financial crisis in which American farmers now find themselves. 

Spending on sugar did not increase one penny during that time, even though pro- 
ducer prices for sugar, like other crops, have fallen since 1996. In fact, expenditures 
for sugar policy have remained at zero, while sugar policy revenues have averaged 
over $40 million per year. 

There are no longer any domestic quotas for sugar production. Any farmer that 
wants to raise sugar beets or any investor who wishes to establish a processing 
plant can do so. Production is a function of the domestic market economy. 
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Response to Foreign Sugar Subsidies 

U.S. sugar policy is a necessary response to foreign sugar subsidies. In the ab- 
sence of U.S. sugar policy, the U.S. would be swamped with subsidized foreign pro- 
duction and efficient American sugar farmers would be driven out of business. 

American sugar producers are competitive by world standards. They rank 18th 
lowest cost of 96 producing countries, most of these developing countries, despite 
American producers facing some of the world's highest government-imposed costs for 
labor and environmental protections. 

The world market, however, is distorted by enormous production and export sub- 
sidies. These subsidies leave the world market for sugar a thinly traded, highly 
volatile dump market, with price levels currently running barely one-fourth of the 
world average cost of producing sugar. 

If this Committee is looking for sugar subsidies, it would be far better advised 
to look to the European Union (EU). EU export subsidies on the sugar they dump 
on the world market are currently running about 25 cents per pound. That's nearly 
40 percent higher even than the U.S. support price itself, which has been frozen at 
18 cents per pound since 1985. 

It would be absurd to cut out the modest U.S. sugar policy while foreign govern- 
ments, such as the European Union, continue their massive subsidies, which de- 
press the world sugar market. We cannot allow foreign dump market sugar— pro- 
duced by countries whose producers are less efficient than ours but who enjoy high 
subsidies— to drive competitive, unsubsidized American sugar producers out of busi- 
ness. 


Consumer Benefits 

In addition to the taxpayer benefits, consumers benefit strongly from U.S. sugar 
policy. American consumer prices for sugar are stable and low. The retail refined 
sugar price in this country has been virtually unchanged throughout the 1990's. 
Furthermore, our price is fully 32 percent lower than the average retail sugar price 
in the rest of the developed world. In terms of minutes worked to purchase one 
pound of sugar, we are virtually the lowest in the world, second only to tiny Singa- 
pore. 


Consumer Risks 

If U.S. sugar policy were removed, or the U.S. producer price for sugar further 
reduced, American consumers would see no benefit in the short run and be hurt in 
the long run. 

The food and candy manufacturers and retailers who oppose U.S. sugar policy can 
offer no assurance that they would pass their savings on lower ingredient prices 
along to consumers. A look at the past is revealing. For example, since 1990 the 
wholesale refined sugar price received by sugar producers has dropped nearly 13 
percent. Meanwhile, the retail refined sugar price has not dropped at all, and retail 
prices charged for candy, ice cream, cookies, cakes, and other highly sweetened 
products have risen 20-30 percent. 

In the long run without a stable U.S. sugar policy, American producers would 
likely be forced out of business and we would become more d^endent on the volatile 
world market. Consumers would face the risk that sugar prices would skyrocket as 
they have in the past. The food manufacturers and retailers do pass along higher 
costs. 


GAO Study 

Critics of U.S. sugar policy cite, as their sole source of economic analysis to sup- 
port their cause, a 1993 study by the General Accounting Office that was requested 
by ardent sugar-producer foe Congressman Charles Schumer (D-NY). This study, 
which attempted to quantify consumer costs and theoretical producer benefits of 
U.S. sugar policy, has been slammed repeatedly by sugar market experts at USDA 
and at universities. 

Experts have excoriated the study because of its simplistic, and utterly false, as- 
sumptions. The GAO assumed the U.S. could take all its sweetener needs from the 
thinly traded, highly volatile sugar market— increasing demand on that market by 
about 50 percent— without that market price rising at all, and that food manufac- 
turers and retailers, who would have access to this endless supply, frozen at a low 
price, would then pass 100 percent of their savings on low sugar prices along to con- 
sumers. In fact, history has shown the actual passthrough is much closer to 0 per- 
cent. 
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J OBS 

Whilejob loss in the U.S. cane refining industry has been unfortunate, it has been 
far outweighed by the spectacular growth of jobs in the U.S. corn sweetener indus- 
try. 

During the mid-1980's, U.S. beverage manufacturers switched from sucrose sugar 
to lower-priced fructose corn sweeteners. As a result of the decreased demand for 
sugar, the U.S. imported less foreign raw cane sugar, some U.S. cane sugar refin- 
eries closed, and several hundred jobs were lost. However, this foreign-sou reed cane 
sugar was replaced with domestically sourced corn sweeteners. The number of 
American jobs generated, directly and indirectly, by the growing and processing of 
U.S. corn for sweetener has been estimated at 247,715. 

U.S. consumers now benefit from access to U.S. corn sweeteners, the most inex- 
pensively produced nutritive sweetener in the world, for more than half their sweet- 
ener needs. 


Trade Position 

The U.S. sugar import system is fully in compliance with all the United States' 
international trade commitments. 

The U.S. far exceeded its Uruguay Round Agreement (URA) commitment in the 
GATT. The URA required imports of at least 3-5 percent of domestic consumption: 
the United States bound its import quota at several times that, about 10-15 percent 
of consumption, and in some years has imported more than 20 percent of its con- 
sumption. Meanwhile, many major sugar-producing or consuming countries were re- 
quired to make no changes in the URA, and many other foreign countries have yet 
to even minimally comply with their URA commitments. 

The United States has complied fully with its NAFTA commitments, though Mex- 
ico has reneged on its commitments regarding both corn sweeteners and sugar. 

Environment 

American growers and processors of sugar produce sugar in full compliance with 
the world's highest environmental standards. The Florida sugar industry is partici- 
pating in an Everglades restoration project that has been approved by the state and 
Federal Governments, and sugar producers are way ahead of schedule in their 
water-runoff commitments. 

The closure of the sugar industries of Florida and the rest of the United States, 
which would be the inevitable result of legislation proposed by Congressman Miller, 
would shift sugar production from the United States— the country with the highest 
environmental standards— to the developing countries which dominate global sugar 
production, but have little or no environmental standards and enforcement. The 
global environment certainly would not benefit if we had to clear more Brazilian 
rain forests in order replace sugar grown in Florida and Minnesota. 

H.R. 1060: The Distorting Subsidies Limitation Act 

H.R. 1060, the Distorting Subsidies Limitation Act, introduced by Rep. David 
Minge (MN) is a comprehensive legislative initiative which attempts to curb the use 
of economic subsidies by state and local governments to lure or retain new or exist- 
ing businesses. 

For several years, governmental entities have engaged in the use of targeted sub- 
sidies which include grants, below market loans or rent, and tax deferrals, aimed 
at a particular private business entity in an attempt to entice a business to a par- 
ticular municipality. Because of these "distorted subsidies" state and local govern- 
ments are being forced to compete against one another using scarce tax dollars that 
would otherwise be used for essential public goods and services such as schools, po- 
lice and fire protection and road improvements. 

When state and local competition takes the form of preferential treatment for a 
specific business, it interferes with interstate commerce, distorts the allocation of re- 
sources, and leaves states to provide too few public goods and services. Nationally, 
one notorious example is the 1993 agreement between the state of Alabama and 
Mercedes Benz. Mercedes received a sweetheart subsidy package worth $253 million 
to build an auto plant. Each of the 1500 jobs created cost the taxpayers nearly 
$168,000 per job. 

In March, 1999, Rep. Minge introduced HR 1060 which requires businesses bene- 
fitting from special grants or tax deferrals to be taxed on the value of the subsidies 
at the same rates as currently apply to other income under the Federal corporate 
tax structure. The legislation would also impact the use of public funds for building 
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sports stadiums. The proposed tax should be viewed as a "sin tax" meant to stop 
an undesirable activity. The less tax collected, the better. The goal is to stop the 
practice of corporations wheedling special deals from local governments and to en- 
courage economic competition among states based on factors such as quality of serv- 
ices, reasonable and efficient regulatory policies and fair tax structures. 

Description of HR 1060, the Distorting Subsidies Limitation Act 

TAXABILITY OF SUBSIDIES 

H.R. 1060 creates a Federal excise tax on businesses benefitting from special tar- 
geted economic subsidies. If a business accepts the economic subsidy offered by the 
state or local government, the subsidy will be subject to the excise tax which will 
be computed on the aggregate value of the subsidy for calendar year in which it was 
received. The rate of the tax will be the same that applies in determining the reg- 
ular income tax of a corporation. The rates are as follows: 


Aggregate Total of Subsidy Tax Rate 

Less than $50,000 15% 

$50,001- $75,000 25% 

$75,000- $10,000,000 34% 

Above $10,000,000 35% 


The excise tax does not apply if the subsidy is part of the long-term taxing and 
spending policies of the governmental unit or if the subsidy is available to all busi- 
ness entities. 


DEFINITION OF "DISTORTED SUBSIDY" 

The economic subsidies subject to the excise tax include: 

• Any grant; 

• Any contribution of property or services; 

• Any right to use property or services; 

• Any loan made available to a business at rates below those commercially avail- 
able to taxpayers; 

• Any tax deferrals or payment of any tax or fee; 

• Any guarantee of any payment of any loan or lease; 

• Any reduction for fees or other charges for the use of governmental facilities 
such as roads, sewage treatment facilities, and solid waste disposal facilities. 

There will be no excise tax rendered on the value of an economic subsidy which 
is provided for employee training or other educational programs. The legislation 
shall apply to any economic subsidy provided to a business 30 days after the date 
that this bill is enacted. 


TAX EXEMPT BOND FINANCING 

H.R. 1060 also denies the exemption from tax for interest on bonds providing tar- 
geted state or local government development subsidies for a specific business entity. 
The legislation shall apply to bond obligations issued after the enactment of this 
bill. 


FEDERAL FUNDING 

H.R. 1060 prohibits the use of Federal funds by a state or local governmental unit 
for any targeted subsidies. If it is determined that Federal funds have been used 
for targeted subsidies, the bill provides for recovery of those funds from the govern- 
mental unit or the business entity. 

H .R. 1060 is not intended to deny the use of Federal program dollars for economic 
development if the Federal program dollars are available to all businesses or are 
used for an established Federal economic development program such as an enter- 
prise zone. 

The legislation shall apply to Federal funds provided after the enactment of this 
bill. 


Economic Incentives By State and Local Governments 
High profile examples include: 

• 1978: Volkswagen, Pennsylvania, $70 million, 1,500 jobs— Has gone out of busi- 
ness 

• 1986: Sears, Illinois: $240 million, 6,000 jobs, cost $40,000 per job. 

• 1988: Toyota, Kentucky, $150 million, 3,000 jobs, $50,000 each job. 

• 1988: Diamond Star (Chrysler Mitsubishi), Illinois, $118 million, 2,900 jobs, 
$40,000 each job. 
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• 1990: General Motors-Saturn, Tennessee, $70 million, 3,000 jobs, $23,000 each 
job. 

• 1992: United Airlines, Indiana, $290 million, 6,000jobs, $48,000 each job. 

• 1992: BMW, South Carolina, $150 million, 1,500 jobs, $100,000 each job. 

• 1993: Mercedes, Alabama, $250 million, 1,500 jobs, $165,000 each job. 

• 1994: Dofasco/Co-Steel , Kentucky, $140 million, 400 jobs, $350,000 each job. 

Mr. Chambliss [presiding]. Thank you, David, and I am just 
sorry you weren't here for our little sugar debate earlier. I would 
have had some help. 

Mr. Minge. It sounds like it was a sweet discussion. 

Mr. Chambliss. Mr. Shamansky, welcome to the Budget Com- 
mittee, and we look forward to hearing from you. 

STATEMENT OF THE HON. ROBERT SHAMANSKY, A FORMER 

REPRESENTATIVE IN CONGRESS FROM THE STATE OF OHIO 

Mr. Shamansky. Thank you, Mr. Chairman. I want to thank all 
the members of the committee and especially Chairman Kasich for 
the invitation to appear here today, but I will digress only to this 
extent right now and say that I am against legislative term limits, 
and the reason I say that, I cite myself as an example of why you 
don't need legislative term limits for Members of the House of R^d- 
resentatives because Mr. Kasich succeeded me from the 12th Dis- 
trict. So I think that is pretty good proof you don't need legislative 
term limits. 

Approximately 80 million people invested their money in securi- 
ties, both stocks and bonds, issued by businesses, which have made 
our market economy the most envied in the world. Those 80 million 
people include most likely a majority of the members of this com- 
mittee, as well as a majority of the other people in this room. In 
fact, for the first time in history, the American people have more 
money invested in securities and other financial items than they do 
in their homes. 

Businesses have a choice of raising money within one State, such 
as Ohio, in which case they would register with the Division of Se- 
curities of the Ohio Department of Commerce. However, if those 
businesses want to raise large sums of money across the entire 
country, through our various stock exchanges, they must register 
voluntarily with the United States Securities and Exchange Com- 
mission, the SEC. These national markets regulated by the SEC 
have trillions of dollars invested through them. 

One of the main reasons why Americans have invested in the se- 
curities markets is because the securities and exchange legislation 
passed in the 1930's has assured them that they would be treated 
fairly by the securities markets which come under Federal r^ula- 
tion. For example, such cases as Greater Iowa Corporation v. 
McLeldon are cited as holding that securities and exchange legisla- 
tion has broad remedial purposes for the protection of the investing 
public and should be liberally and flexibly construed. 

This committee this day is performing one of the most important 
but too often unappreciated of its functions, which is that of inves- 
tigation and oversight. Without this function would we have had 
the reforms of the abuses uncovered at the I nternal Revenue Serv- 
ice? It is quite clear that the answer to that is a clear no. 

I became aware of some very unfair and indefensible practices by 
the securities industry the hard way. My aunt died in 1985, and 
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I and a trust created by my late mother, my aunt's sister, were the 
beneficiaries of my aunt's estate. In the b^inning of 1988, when 
I was gathering the Forms 1099 for the dividends from the stock 
I had inherited from my aunt, I discovered that I did not have a 
Form 1099 for the year 1987 for the most valuable stock I had in- 
herited from her. 

When I contacted the transfer agent in New York I was told that 
I had not been sent a Form 1099 for the year 1987 because I had 
not received any dividends in 1987. The reason I had not received 
any dividends, they told me, was because dividend checks sent to 
me in 1986 had been returned to the transfer agent because they 
could not be delivered to the address the transfer agent was using. 
When a check like that was returned, no further dividends were 
mailed thereafter. 

I asked why they had not looked me up in the phone book be- 
cause I had been at the same address since 1966. They said they 
never look up anybody in the phone book. I had to look them up. 

I asked, well, what if I had been made ill by a stroke and could 
not look anybody up. They said I still had to look them up. 

I asked, what if I were dead, and they said I still had to look 
them up. 

I asked, what if someone in your shop had been negligent in pre- 
paring my address. They said I still had to look them up. 

I pointed out that I was a lawyer and that they had just invented 
a new principle of American law, that is, they were negligent; I suf- 
fered because I did not receive any money nor the interest earned 
on my money; and they benefited from their negligence because 
they were using my money as an interest free loan; that is, they 
would turn over my principal but not the money earned by my 
money. 

They said I still had to look them up. 

I then noted that they had accumulated over $500 of my divi- 
dends over a period of four quarters and that over those four quar- 
ters or 1 year they could not find me. They agreed that they could 
not find me during that year. 

I asked them how long it would have taken them, a bank trans- 
fer agent, to look me up if I had owed them the $500? 

I have yet to receive an answer to that question. The answer of 
course is that it would have taken less than a minute and cost 
them less than one dollar to check me electronically in a database. 

You must understand what happened in that case. They only 
sent notices to any— on any check that had been returned to them. 
Now, clearly the address on the check that had been returned to 
them was no good, so they made a point thereafter only to send no- 
tices to the addresses that were already proven bad. That is guar- 
anteed not to find anybody. 

In August 1992 I brought the subject of the unfair treatment of 
so-called lost security holders to the attention of my congressional 
classmate, now Senator Ron Wyden, who instantly grasp^ the sig- 
nificance of my disturbing experience. Ron, as chairman of a Sub- 
committee of the Committee on Small Business, wrote to Richard 
Breeden, then chairman of the SEC, twice that year. On February 
22 of 1993, Chairman Breeden wrote Ron back in part as follows, 
"although the absolute value of undeliverable accounts, about $10 
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billion according to the division's, that is the Division of Market 
Regulation, estimate is substantial, this is only one-tenth of 1 per- 
cent of the approximate $10 trillion capitalization of U.S. Equity 
and debt markets." In other words, $10 billion not belonging to 
them was just not enough to bother about. 

Based on the enclosed exhibits, and Mr. Chairman, I would ask 
you to make as part of the record the items 

Chairman Kasich. Without objection. 

Mr. Shamansky. Thank you, Mr. Chairman. Based on the en- 
closed exhibits and my direct experience with the Division of Mar- 
ket Regulation at the SEC, former Chairman Breeden's peremptory 
dismissal of the $10 billion in undeliverable accounts is a fair char- 
acterization of the culture or attitude of the Division of Market 
Regulation and the SEC itself toward millions of security holders 
who are owed billions of dollars of their own money. Understand 
this. This is not government money at any level. This is not any 
corporation's money, but this is the money belonging to you and 
me, the individual investor, and our market economy is dependent 
on encouraging individuals to put their money in the markets. 

In its October 7, 1997, release of the revised rules 17Ad.l7, et 
cetera, the SEC said it had first estimated that there were 250 
thousand lost security holders but that it later estimated that there 
were three million lost security holders, owed possibly more than 
$450 million. It is only fair to point out that the SEC was off by 
a factor of 12 between its first and last estimates of the number 
of lost security holders. Among those experts in this field that I am 
familiar with, most believe that the most recent estimate of about 
$450 million is too low, also, and I mention the disparity as a fair 
gauge of the expertise residing in the Division of Market Regula- 
tion at the SEC. 

Please understand that we are not talking about any money be- 
longing to any government at any level nor to any money belonging 
to any corporation. We are talking about uniting owners of securi- 
ties with their dividends and interests rightfully earned by their 
securities for which they paid their hard earned monw. 

On j uly 28, 1993, the subcommittee staff presentee! to Chairman 
Wyden, as you know now Senator Wyden, a report entitled, "Re- 
turn to Sender Tens of Thousands of Undeliverable Dividend Pay- 
ments in Limbo." "Individual Investors Lose Billions of Dollars of 
Shareholder Assets Because of Lax T ransfer Rules, I ndifferences by 
Public Companies and Government Regulators." 

I n addition to working with Senator Wyden and his staffs, I have 
been invited to speak before three annual meetings of the National 
Association of Unclaimed Property Administrators, otherwise 
known as NAUPA, and a national meeting of the Securities Trans- 
fer Association on the subject of lost security holders. 

Every State in the Union and the District of Columbia have un- 
claimed property laws which require holders of other people's 
money to turn over to the respective states, after periods of from 
3 to 7 years, the money being held. The States have been doing this 
for decades, and they have all used public records, published origi- 
nally in newspapers and at county and State fairs, and that are 
now published by a majority of states on the I nternet. These states 
have been doing this without any security or privacy problems. It 
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is important to repeat that. They don't have any privacy or security 
problems, and they have been doing it for decades. Likewise, cor- 
porations have procedures to check claimants for undelivered divi- 
dends and interest, and these procedures work very well. In other 
words, there are no privacy or security problems except in the 
minds of those who do not want the lost security owners to obtain 
their own money. 

The advent of the computer and the Internet has completely 
changed the way securities and their owners can be kept track of. 
We are no longer in the days of three by five cards shuffled by 
hand. As a surgeon should be held liable for n^ligence today, if he 
operated to repair a bone fracture without first using a readily 
available X-ray machine, so should those who transfer securities 
today if they refuse to use readily available databases, especially 
where that refusal benefits others than the owners of the securi- 
ties. 

There are three very big credit rating agencies, companies which 
keep tab on almost every person in the United States who ever got 
credit or has made investments. When it comes to those who own 
stocks and bonds, their databases can find up to 80 percent or 
those sought, starting with either a name, an address or a Social 
Security number, which is on, I believe, every driver's license 
issued in the United States as required by Federal law. 

People who own stocks and bonds are not trying to hide from 
their own money. Almost without exception owners of stocks send 
in their Social Security numbers on a form W-9 to transfer agents 
so the transfer agents will not withhold 20 percent of the dividends 
for the I RS. 

People want to get their money, and the 50 States and the Dis- 
trict of Columbia have demonstrated conclusively that there are no 
l^al, ethical or other policy considerations such as privacy or secu- 
rity which prevent delivery to owners of securities the dividends 
and interest earned by their securities. 

It was my lot to bring to the attention of the SEC through Sen- 
ator Wyden that the SEC was not assuring investors that they 
would have their dividends and interest delivered to them prompt- 
ly, or at all, by the use of good databases. 

Under the SEC's existing regulations, specifying "certificate de- 
tail," that is, they had to maintain "the address of the registered 
security holder," the SEC had and has the authority of providing 
for the following common-sense, non rocket science practices which 
were suggested to it by me as an investor in correspondence and/ 
or during various meetings at the SEC. 

First, beside transfer agents, the regulations regarding lost secu- 
rity holders should apply to broker-dealers, corporate trustees, per- 
sonal and institutional custodians and mutual funds, and issuers 
which do their own transfer work, because transfer agents main- 
tain records for only approximately one-half of the security holders 
in the United States. The SEC in 1996 proposed changes to include 
recordkeeping broker-dealers, but then reversed itself in 1997, say- 
ing that changes only applied to recordkeeping transfer agents. 

Second, regulations, which apply to security holders lost on or 
after December 8, 1997, should apply equally to all security holders 
who had been lost before December 8, 1997. Flere again, the SEC, 
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especially the Division of Market Regulation, I will use a strong 
word, betrayed the shareholder because they then exposed the 
shareholder to the practices of the so-called heir-finders (they are 
called searchers or locators, or if you ask people who work for the 
States in the area of unclaimed property, some of them refer to 
these nice folks as either vampires, blood suckers or other nice 
things like that), because these are the people who will send you 
a letter and say, I know where $10,000 belongs to you and for from 
25 percent to 50 percent, I will tell you where it is. And the States 
have tried to regulate this and it doesn't work. 

What happened then is that the SEC— and there is nothing in 
the regulation they adopted which could possibly justify this inter- 
pretation— the SEC on its own said if you were one of those unfor- 
tunate three million who were lost before December 8, 1997, you 
are still subject to that kind of treatment from these locators. 

Third, the lost security holder regulations should apply to secu- 
rity holders who meet the $25 de minimis test adopted by the SEC 
in 1997, if their checks remain uncashed for 7 months. The next 
regularly sent dividend and interest checks should inform the 
payee that a previously sent check had not been cashed and that 
the notice should request a call to a toll free number or other com- 
munication. 

There is sound precedent from the Prudential Insurance Com- 
pany for notices like this, and I have conferred with the president 
of the First Chicago Trust Company of New York, one of the big- 
gest of the transfer agents, and he agreed with his staff that it 
would cost it virtually nothing to make this change because the let- 
ters are being sent, all the papers are being sent, the postage being 
paid. It just says on the next regularly sent dividend payment, 
please cash your check. Matter of fact, just yesterday I picKed up 
from my aunt, who is almost 94, a letter from Morgan Stanley 
Dean Witter asking about a check sent to her last December that 
wasn't cashed. There is no reason that this should not be uniform. 

Fourth, all of the data on lost security holders generated by 
transfer agents, broker-dealers, et al., should be sent to the SEC 
for a listing on one Internet web site. A majority of states already 
put their unclaimed property lists on the Internet, and NAUPA has 
a web site where it is pooling the various State lists. NAUPA, that 
is the State group, created the web site because the SEC had pro- 
posed in 1996 such a web site for itself, only to reverse itself after 
it had been lobbied hard by those who did not want the lost secu- 
rity owners found. Prominent among those were the so-called heir 
finders or locators, depending on who is describing them. 

The SEC already has the Thompson Financial Network operate 
the SEC'S lost and stolen securities program under the name of Se- 
curities Information Center, SIC. If the SEC has a web site for its 
list of stolen or lost pieces of paper, why can it not have a web site 
for its lists of lost owners of the securities? Why should a piece of 
paper be treated better than the owners of the pieces of paper? 

It must be pointed out that the United States Government and 
the world j ewish community shamed the Swiss Bankers Associa- 
tion into publishing on an Internet site a list of unclaimed Flolo- 
caust era accounts which the Swiss Bankers Association had pre- 
viously maintained had been lost or destroyed. I checked this web 
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site from my office in Columbus for the name Klein, K-L-E-l-N, and 
I came up with three hits. That is from Columbus. There is no rea- 
son why the few big American banks which control the biggest 
transfer agents, and it is really a sideline for them, do not do what 
the Swiss show can easily be done, that is, put on the Internet the 
SEC list of lost security holders, which is what the States are al- 
ready doing with their unclaimed property lists, and which the 
SEC actually proposed in 1996. 

Based on my experience over these last 11 years, I believe that 
there is sufficient interest in the private sector to distribute the in- 
formation on the I nternet at no cost to the SEC, once the informa- 
tion has been delivered electronically to the SEC. There is of course 
no reason to publish on the I nternet the amount owed to lost secu- 
rity holders nor the quantity of securities owned by the lost secu- 
rity holder. All that is needed is the simple fact that J ohn Q. Public 
is owed something by the XYZ corporation. 

I want at this moment to just quote from the Federal Register 
of October 7, 1997, from Page 52233 as follows. Now this is where 
the SEC reversed itself on having the same kind of an I nternet site 
that a majority of the States have. "Most commenters were opposed 
to the creation of a lost security holders database." I am sure they 
were because the people who didn't want the people to get their 
money would oppose it. 

"Many commenters believe that the database would result in a 
loss of privacy for security holders." Well, the States have been 
doing this for 40 years or more, and how else would they know they 
were on the list if it weren't published somewhere? 

Continuing. "Other commenters suggested that the data base 
would result in fraudulent claims." 

My observation on that is there are no such privacy or security 
problems because the States have been doing it for 40 years, and 
there are no such problems. 

And this is my favorite of all. "Finally, some commenters 
opined— obviously a lawyer wrote that— that the database would be 
of limited utility because it would require that security holders 
take the initiative to discover whether they had unclaimed assets." 

Members of the committee, I have no idea what that means. I 
have read it a hundred times. That has to be one of the dumbest 
statements I have ever heard. It must mean that you might look 
yourself up on a list, but that is forever. Now, there is only one 
thing dumber than that statement, and that is the fact that the 
people of the SEC thought that it had some kind of relevance. It 
makes no sense to say that, and yet I think this is as good a clue 
of the problem that the investor has with what the SEC has done. 

Fifth, money due lost security holders as redefined here, which 
is held by any of the holders as redefined here, must hold that 
money in trust accounts, so that the security holder will get the in- 
terest earned by his or her dividends and interest instead of becom- 
ing a reward to those holding the undelivered dividends or interest. 
I n other words, we have got to stop rewarding people for not doing 
their jobs and giving over the money to the owners. 

The case of Delaware v. New York is where New York and Dela- 
ware fought over approximately $1 billion in dividends and their 
underlying stock generated in street name accounts owned by lost 
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security holders who used the major broker-dealers headquartered 
in New York City. Investors who leave their securities in street 
name with their broker-dealer can be as easily lost as any other 
name on any other list. 

Another important reason for requiring that the security holders' 
money be hela in trust accounts can be gleaned from the $63.5 mil- 
lion in fines in addition to a return of $19.1 million illegally taken 
by Bankers Trust Corporation of New York in early 1994. This over 
$19 million was taken from unclaimed property due to lost cus- 
tomers of the bank, and it was illegally used to fraudulently in- 
crease the profits of the bank instead of sending that money to the 
States as required. 

There is a long list of cases that says when a corporation issues 
a dividend that dividend should be hdd in a constructive trust for 
the shareholder, so that when he shows up he not only gets his 
principal but he gets the interest earned by his principal. We have 
got to stop rewarding the person who keeps that money away from 
the shareholder, and the easy way to do that is follow this line of 
cases and say the interest follows the principal. 

Sixth, if a locator or finder, those other people I mentioned ear- 
lier, is engaged by any transfer agent to locate lost security holders 
at a cost to the lost security holders after the obligatory two data- 
base checks, those lost security holder accounts should be placed 
with locator or heir finders only on the basis of open bidding by lo- 
cator/heir finders for batches of such accounts, each account in each 
batch to receive due diligence. In fact, the National Association of 
Unclaimed Property Administrators has urged the SEC to protect 
lost security holders from the excessive charges, that is, from 25 
percent to 50 percent, of heir finders or locators. Again, the SEC 
never mentioned in its release how much these locators/heir finders 
charge. It took State Street Bank and Trust in a critique of the 
rule to expose this 25 percent to 50 percent charge. 

Seventh, the United States of America through its many arms 
and agencies holds great sums of money due others. The United 
States Money Return Commission should be created to locate all of 
this money owed to others. The U.S. Government should put the 
information on one Internet web site, and then the commission 
should simplify the method whereby any claimant can obtain his 
or her money wherever it may be in the United States Govern- 
ment. There is simply no reason for the U.S. Government not to 
use currently available technology to unite people with their money 
now held by the U.S. Government. The same principle applies to 
the securities industry. 

There is a list among the exhibits of the many different agencies 
which have web sites, but you have to seek them out, and they are 
all different. 

Not one State law is changed by any of these suggestions. These 
regulations only affect those who come within the clear jurisdiction 
of the Securities and Exchange Commission. NAUPA has encour- 
aged the SEC to unite lost security holders with their money years 
before the money becomes unclaimed property due for delivery to 
the States. The elected State officials know that it is the intent of 
the State laws on unclaimed property to have their respective citi- 
zens get the money that is due them. It simply makes no sense to 
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those elected State officials to force their lost security holder citi- 
zens into giving interest free loans to those who are holding money 
belonging to the lost security holders who are residents of their re- 
spective states. 

Thank you, Mr. Chairman, for this opportunity. 

[The prepared statement of Mr. Shamansky follows:] 

Prepared Statement of Hon. Robert Shamansky, a Former Representative in 
Congress From the State of Ohio 

Approximately 80 million people have invested their money in securities— both 
stocks and bonds— issued by businesses, which have made our market economy the 
most envied in the world. Those 80 million include— most likely— a majority of the 
members of this Committee as well as a majority of the other people in this room. 
In fact, for the first time in history, theAmerican people have more money invested 
in securities and other financial items than they do in their homes. 

Businesses have a choice of raising mon^ within one state, such as Ohio, in 
which case they would register with the Division of Securities of the Ohio Depart- 
ment of Commerce. However, if those businesses want to raise large sums of money 
across the entire country through our various stock exchanges, they must register 
with the United States Securities and Exchange Commission (SEC). These national 
markets regulated by the SEC have trillions of dollars invested through them. 

One of the main reasons why Americans have invested in the securities markets 
is because the securities and exchange legislation passed in the 1930's has assured 
them that they would be treated fairly by the securities markets, which come under 
Federal regulation. For example, cases such as Greater Iowa Corp. v. McLeldon, (CA 
Iowa 1967, 378F2d.783), are cited as holding that securities and exchange legisla- 
tion has broad remedial purposes for the protection of the investing public and 
should be liberally construed. 

This Committee this day is performing one of the most important, but too often 
unappreciated of its functions, which is that of Investigation and Oversight. Without 
this function by the Congress, would we have had the reforms of the abuses uncov- 
ered at the Internal Revenue Service? It is quite clear that the answer to that ques- 
tion is a clear "No!" 

I became aware of some very unfair and indefensible practices by the securities 
industry the hard way. My aunt died in 1985, and I and a trust created by my late 
mother, my aunt's sister, were the beneficiaries of my aunt's estate. In the begin- 
ning of 1988, when I was gathering the Forms 1099 for the dividends from the stock 
I had inherited from my aunt, I discovered that I did not have a Form 1099 for the 
year 1987 for the most valuable stock I had inherited from her. 

When I contacted the transfer agent in New York, I was told that I had not been 
sent a Form 1099 for the year 1987, because I had not received any dividends in 
1987! The reason I hadn't received any dividends was because dividend checks sent 
to me in 1986 had been returned to the transfer agent, because they could not be 
delivered to the address the transfer agent was using. When a check like that was 
returned, no further dividend checks were mailed thereafter. 

I asked why they had not looked me up in the phone book, because I had been 
at the same business address since 1966. They said they never look anybody up in 
the phone book. I had to look them up. 

I asked: "What if I had been made ill by a stroke and could not look anyone up?" 
They said I still had to look them up. 

I asked, 'What if I were dead?;" and they said I still had to look them up! 

I asked, "What if someone in your shop had been negligent in preparing my ad- 
dress?" They said I still had to look them up. 

I pointed out that I was a lawyer and that they had just invented a new principle 
of American law, i.e., they were negligent; I suffered, because I did not receive my 
money nor the interest earned by my money; and they benefited from their neg- 
ligence, because they were using my money as an interest-free loan, i.e., they would 
turn over my principal but not the money earned by my money. 

They said I still had to look them up. 

I then noted that they had accumulated over $500.00 of my dividends over a pe- 
riod of four quarters, and that over those four quarters or 1 year they could not find 
me. They agreed that they could not find me during that year. 

I then asked them how long it would have taken that bank/transfer agent to look 
me up if I had owed them the $500.00? 
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I have yet to receive an answer to that question. (The answer is, of course, it 
wouid have taken them iess than a minute at a cost of iess than $1.00 to check me 
eiectronicaiiy on a database.) 

In August, 1992 I brought the subject of the unfair treatment of so-caiied "iost 
securityholders" to the attention of my Congressionai dassmate, now Senator Ron 
Wyden, who instantiy grasped the significance of my disturbing experience. Ron, as 
Chairman of a Subcommittee of the Committee on Smaii Business, wrote to Richard 
C. Breeden, then Chairman of the SEC on August 20 and August 13, 1992. On Feb- 
ruary 22, 1993, SEC Chairman Breeden wrote Ron back in part as foliows, "* * * 
aithough the absoiute vaiue of undeiiverabie accounts, about $10 biiiion according 
to the Division's (Division of Market Reguiation) estimate, is substantiai, this is oniy 
about one-tenth of 1 percent of the approximate $10 triiiion capitaiization of U.S. 
equity and debt markets." 

Based on the enciosed exhibits and my direct experience with the Division of Mar- 
ket Reguiation at the SEC, former Chairman Breeden's peremptory dismissai of the 
$10 biiiion doliars in undeiiverabie accounts is a fair characterization of the cuiture 
or attitude of the Division of Market Reguiation and the SEC itseif toward miiiions 
of securityholders who are owed billions of dollars of their own money! 

In its October 7, 1997 Release of the revised Rule 17Ad.l7., the SEC said it had 
at first estimated that there were 250,000 lost securityholders, but that it later esti- 
mated that there were 3,000,000 lost securityholders owed possibly more than $450 
million. It is only fair to point out that the SEC was off by a factor of twelve (12) 
between its first and last estimates of the number of lost securityholders. Among 
those experts in this field that I am familiar with, most believe that the most recent 
esti mate of about $450 mi 1 1 i on is too I ow, al so. 

Please understand that we are not talking about any money belonging to any gov- 
ernment at any level, nor to any money belonging to any corporation. We are talk- 
ing about uniting owners of securities with their dividends and interest rightfully 
earned by their securities for which they paid their hard-earned money. 

On J uly 28, 1993 the Sub-Committee staff presented to Chairman Wyden a report 
entitled: "Return to Sender," tens of thousands of "undeiiverabie" dividend pay- 
ments in limbo. Individual investors lose billions of dollars of shareholder assets be- 
cause of lax transfer rules. Indifference by public companies and government regu- 
lators. 


A Pay Day for Public Companies and States? 

In addition to working with Senator Wyden and his staffs, I have been invited 
to speak before three annual meetings of the National Association of Unclaimed 
Property Administrators (NAUPA) and a national meeting of the Security Transfer 
Association (STA) on the subject of lost securityholders. 

Every state in the Union and the District of Columbia have unclaimed property 
laws, which require holders of other peoples' money to turn over to the respective 
states— after periods of from 3 to 7 years— the money being held. The states have 
been doing this for decades, and th^ have all used public records published origi- 
nally in newspapers and at county and state fairs and that are now published by 
a majority of states on the Internet. These states have been doing this without ei- 
ther security or privacy problems. Likewise, corporations have procedures to check 
claimants for undelivered dividends and interest, and these procedures work very 
well. In other words, there are no privacy or security problems, except in the minds 
of those who do not want the lost security owners to obtain their own money. 

The advent of the computer and the Internet has completely changed the way se- 
curities and their owners can be kept track of. We are no longer in the days of "3 
X 5" cards shuffled by hand. As a surgeon should be held liable for negligence today, 
if he operated to repair a bone fracture without first using a readily available x- 
ray machine, so should those who transfer securities today, if they refuse to use 
readily available databases, especially where that refusal benefits others than the 
owners of the securities. 

There are three very big credit rating companies which keep tab on almost every 
person in the United States who ever got credit or has made investments. When 
it comes to those who own stocks and bonds, their databases can find up to 80 per- 
cent or more of those sought, starting with either a name, an address, or a Social 
Security number, which is on, I believe, every driver's license issued in the United 
States as required by the Federal law. 

People who own stocks and bonds are not trying to hide from their own money. 
Almost without exception owners of stocks send in their Social Security numbers on 
a Form W-9 to transfer agents so that the transfer agents will not withhold twenty 
percent (20 percent) of the dividends for the I RS. 



288 


People want to get their money, and the fifty states and the District of Columbia 
have demonstrated conclusively that there are no legal, ethical, or other policy con- 
siderations such as privacy or security, which prevent delivery to owners of securi- 
ties the dividends and interest earned by their securities. 

It was my lot to bring to the attention of the SEC through Senator Wyden that 
the SEC was not assuring investors that they would have their dividends and inter- 
est delivered to them promptly— or at all— by the use of good addresses. 

Under the SEC's existing Regulation 17 CFR Part 240. Rule 17Ad-10. specifying 
"Certificate detail," e.g., "(4) the address of the registered securityholder," the SEC 
had and has the authority of providing for the following common sense, non-rocket 
science practices, which were suggested to it by me as an investor in correspondence 
and/or during various meetings at the SEC: 

1. Beside transfer agents, the regulations regarding lost securityholders should 
apply to broker-dealers, corporate trustees, personal and institutional custodians 
and mutual funds, and issuers which do their own transfer work, because transfer 
agents maintain records for only approximately one-half (1/2) of the securityholders 
in the United States. The SEC in 1996 proposed changes to include recordkeeping 
broker-dealers, but then reversed itself in 1997, saying that changes only applied 
to recordkeeping transfer agents. 

2. Regulations, which apply to securityholders lost on or after December 8, 1997 
should apply equally to all securityholders who had been lost before December 8, 
1977. 

3. The lost securityholder regulations should apply to securityholders who meet 
the $25.00 de minimis test adopted by the SEC in 1997, if their checks remain un- 
cashed for 7 months. The next regularly-sent dividend and interest checks should 
inform the payee that a previously sent check had not been cashed, and the notice 
should request a call to a toll-free number or other communication. There is sound 
precedent from Prudential Insurance for notices like this, and I have conferred with 
one of the most prominent transfer agents that this can be easily done through their 
computers at insignificant cost. 

4. All of the data on lost securityholders generated by transfer agents, broker/ 
dealers et al., should be sent to the SEC for listing on one Internet website. A ma- 
jority of states already put their unclaimed property lists on the Internet, and 
NAUPA has a website where it is pooling various state lists. NAUPA created the 
website, because the SEC proposed such a website for itself in a 1996 release, only 
to reverse itself after it had been lobbied hard by those who did not want the lost 
securityholders found. Prominent among those were "heir finders" or locators (or 
vampires) depending on who is describing them. The SEC already has the Thomson 
Financial Network operate the SEC's Lost and Stolen Securities Program under the 
name of Securities Information Center (SIC). If the SEC has a website for its list 
of lost or stolen pieces of paper, why can it not have a website for its list of the 
lost owners of securities? Why should a piece of paper be treated better than the 
owner of a piece of paper? 

It must be pointed out that the United States Government and the world J ewish 
community shamed the Swiss Bankers Association into publishing on an Internet 
website a list of unclaimed Fiolocaust era accounts, which the Swiss Bankers Asso- 
ciation had previously maintained had been lost or destroyed. (I checked this 
website from my office in Columbus for the name "Klein," and I came up with three 
hits!) There is no reason why the few big American banks, which control the biggest 
transfer agents, do not do what the Swiss show can easily be done, i.e., put on the 
Internet the SEC list of lost securityholders, which is what the states are already 
doing with their unclaimed property owners lists. 

Based on my experience over these last 11 years, I believe that there is sufficient 
interest in the private sector to distribute the information on the I nternet at no cost 
to the SEC once the information has been delivered electronically to the SEC. There 
is, of course, no reason to publish on the Internet the amount owed the lost 
securityholders nor the quantity of securities owned by the lost securityholder. All 
that is needed is the simple fact that J ohn Q. Public is owed something by XYZ Cor- 
poration. 

5. Money due lost securityholders as redefined here, which is held by any of the 
holders as redefined here, must hold that money in trust accounts, so that the 
securityholder will get the interest earned by his or her dividends and interest in- 
stead of becoming a reward to those holding the undelivered dividends or interest. 

The case of Delaware v. New York, 507 U.S. 490, 113 S. Ct. 1550 (1992), is where 
New York and Delaware fought over the approximately $1 billion in dividends and 
their underlying stock generated in "street name" accounts owned by "lost" 
securityholders, who used the major broker-dealers headquartered in New York 
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City. (Investors who leave their securities in "street name" with a broker-dealer can 
be as easily lost as any other name on any other list.) 

Another important reason for requiring that securityholders’ money be held in 
trust accounts can be gleaned from the $63.5 million in fines in addition to the re- 
turn of $19.1 million illegally taken by Bankers Trust Corporation of New York in 
early 1994. This $19.1 million was taken from unclaimed property due to lost cus- 
tomers of the bank, and it was illegally used to falsely increase the profits of the 
bank, i nstead of send! ng that money to the states as requi red. 

6. If a locator/heir finder is engaged by any transfer agent, et al., to locate lost 
securityholders at a cost to the lost securityholder after the obligatory two database 
checks, those lost securityholder accounts should be placed with locator/heir finders 
only on the basis of open bidding by locator/heir finders for batches of such accounts, 
each account in each batch to receive due diligence. In fact the National Association 
of Unclaimed Property Administrators has urged the SEC to protect lost 
securityholders from the excessive charges (from 25 percent to 50 percent) of heir 
finders or locators. 

7. The United States of America through its many arms and agencies holds great 
sums of money due others. The United States Money Return Commission should be 
created to locate all of this money owed to others; the U.S. government should put 
the information on one Internet website: and then the Commission should simplify 
the method whereby any claimant can obtain his or her money wherever it may be 
in the United States government. There is simply no reason for the U .S. government 
not to use currently available technology to unite people with their money now held 
by the U .S. government. The same principle applies to the securities industry. 

Not one state law is changed by any of the above. These regulations only affect 
those who come within the clear jurisdiction of the Securities and Exchange Com- 
mission. NAUPA has encouraged the SEC to unite lost securityholders with their 
money years before the mon^ becomes "unclaimed property" due for delivery to the 
states. The elected state officials know that it is the intent of the state laws on un- 
claimed property to have their respective citizens get the money that is due them; 
it simply makes no sense to those elected state officials to force their lost 
securityholders citizens into giving interest free loans to those who are holding 
money belonging to the lost securityholders, who are residents of their respective 
states. 

Chairman Kasich. The gentleman from Pennsylvania is recog- 
nized. 

STATEMENT OF THE HON. JOSEPH M. HOEFFEL, A REP- 
RESENTATIVE IN CONGRESS FROM THE STATE OF PENNSYL- 
VANIA 

Mr. Hoeffel. Thank you, Mr. Chairman. I would like to read 
part of my testimony that is marked "Amended 10 a.m., 6/30/99." 
Mr. Chairman, thank you for the opportunity to appear before the 
committee to speak about corporate welfare and the need to reform 
the unending flow of taxpayer funds into corporate pocketbooks. 

As a matter of simple fairness, corporate interests must be re- 
quired by Congress to share in budget discipline. We must no 
longer support programs and subsidies that waste our resources 
and tax dollars, hurt the environment and discourage and hinder 
competition in the private sector. 

It is time for Congress to acknowledge that Federal subsidies, in- 
cluding tax advantages, which may have been enacted for a valid 
purpose for a specific industry, can become obsolete, anticompeti- 
tive or no longer in the public interest, and it is unfair to require 
the U.S. Taxpayer to support such unnecessary spending or tax 
breaks that do not provide a substantial public benefit. 

Further, since no public body has systematically evaluated these 
Federal subsidies, it is time for Congress to create a commission to 
review such unfair corporate welfare payments and to advise Con- 
gress on reform or elimination of such payments. 
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Now, Mr. Chairman, just because Congress hasn't reviewed the 
corporate welfare situation, it doesn't mean others have not re- 
viewed, and I have with me a pile of reports, really a partial pile 
of studies, that many groups have made of corporate welfare. Many 
of these groups will be testifying later this afternoon. We have de- 
termined what the problem is. Not everybody agrees on specific 
matters that need to be changed, but there have been lots of stud- 
ies about the evils of corporate welfare, but Congress has not yet 
figured out a way to deal with it. 

There are many examples of the problem, Mr. Chairman. The 
Center for Policy Attitudes released a poll saying only 19 percent 
of the respondents feel that government is run for the benefit of all 
the people, while 75 percent of the American people think govern- 
ment's run for the benefit of a few big interests. 

The Citizens Against Government Waste was highly critical of 
last year's budget bill, determining that that bill enacted 2,838 
pork barrel projects, totalling $12 billion, into law. 

The Congressional joint Committee on Taxation reviewed the 
1998 budget and said it contained 79 new tax provisions, each of 
them benefiting fewer than 100 American taxpayers. 

Time magazine, which Ralph Nader referred to earlier, has con- 
cluded that the costs of corporate welfare are the equivalent of 
nearly 2 weekly paychecks from every working man and woman in 
this country, and they further estimated in that Time series that 
the Federal Government pays out annually $125 billion in cor- 
porate welfare, equivalent to the annual income tax paid by 60 mil- 
lion of our fellow taxpayers. 

Clearly, clearly we have to act. I am proposing that we pass into 
law the Corporate Welfare Reform Commission Act to establish a 
congressional advisory commission to examine and recommend to 
the Congress after careful review a list of Federally supported pro- 
grams which have outlived their initial purposes or that fail to pro- 
vide a substantial public benefit. 

We seem to know where we want to go on this issue. We have 
got all of these reports that we could ever possibly want to evalu- 
ate, but we don't know how to get there. We are missing a means 
to implement reform responsibly and quickly. 

My legislation will provide such a mechanism. The legislation 
would provide for the establishment of a five member independent 
nonpartisan commission with all of the membership appointed by 
Congress. The commission would identify unfair Federal subsidies 
to profit making industries, tax preferences and below market rate 
fees and recommend reform of those provisions to the Congress 
under a rigid timetable for reform or termination. 

Generally excluded from this review would be Federal programs 
primarily designed for public health and safety, for education and 
for the environment. 

The timetable suggested in my legislation would require the com- 
mission to submit to Congress no later than December 1st, 2000, 
a report containing the commission's findings and its recommenda- 
tions. Congressional leaders shall promptly then introduce imple- 
menting legislation and the committees would have 120 calendar 
days from the day of referral to report the bills or the bills shall 
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be discharged and promptly placed on the legislative calendars of 
both Houses. 

The debate shall be limited. Amendments would be in order dur- 
ing legislative deliberations. 

Mr. Chairman, legislation on corporate welfare reform was intro- 
duced in the lasting Congress and hearings were held. I n this Con- 
gress, we are moving forward sooner, and I compliment the Chair 
for pushing this matter forward and showing the courage to do so. 
Perhaps by taking a slightly different angle on this we can speed 
up the process. 

We need to institutionalize our efforts and when conclusions are 
made by this proposed commission we need to have an expedited 
consideration by Congress to implement the decisions. My legisla- 
tion would do that. 

I ask the committee and urge the committee to quickly adopt this 
process to begin to restore confidence in the Congress and its com- 
mitment to guarding the public purse. Thank you very much. 

[The prepared statement of Mr. Hoeffel follows:] 

Prepared Statement of Hon. J oseph M. Hoeffel, a Representative in 
Congress From the State of Pennsylvania 

Mr. Chairman, Mr. Spratt, I appreciate the opportunity to appear before the Com- 
mittee to speak about Corporate Weifare and the need to reform the unending fiow 
of taxpayer funds into the pockets of private corporate pocketbooks. 

As a matter of simpie fairness, corporate interests must be required by Congress 
to share in the burden of budget discipiine. Further, we must no ionger support pro- 
grams and subsidies that waste our resources and tax doiiars, hurt the environment 
and discourage competition in the private sector. 

In a poll released on May 10th of this year by the Center for Policy Attitudes, 
only 19 percent of the respondents said that government is run for the benefit of 
"all the people" while 75 percent said that it is run for the benefit of " a few big 
interests." 

The Congress is now in the midst of its annual appropriations work schedule. I 
can only hope that last year's experience has taught us a lesson. According to an 
analysis of the the 3,000 page Omnibus Appropriations Act and the five other Ap- 
propriations bills by the Citizens Against Government Waste, the Congress enacted 
into law 2,838 pork barrel projects totaling $12 billion dollars. 

It is small wonder that public skepticism abounds. 

Federal programs should not be turned into an accumulation of special interest 
provisions. 

Public support for programs depends on the belief that they are for the public 
good. 

If the trend in special interest provisions continues, public confidence in the work 
of the Congress will be further undermined. The Congress will be seen as returning 
to a policy of public spoils and not of shared sacrifice for the benefit of most Ameri- 
cans. 

In a month-long series of articles which covered the breadth of this problem late 
last year, Time magazine researchers concluded that the costs of Corporate Welfare 
were the equivalent of nearly two weekly paychecks from every working man and 
woman in America. 

This is truly staggering. It was further estimated in the same series of articles 
that the Federal Government has paid out $125 billion annually in corporate wel- 
fare, equivalent to all the income tax paid by 60 million individuals and families. 

Corporate Welfare is comprised of subsidy elements of Federal spending, Federal 
usage fees below market rates and special tax preferences that benefit commercial 
industries and corporations by providing a public benefit that is less than the cost 
of such program to the Federal taxpayer and providing an unfair competitive advan- 
tage or financial windfall. 

No effort to stanch the outflow flow of tax dollars can succeed without addressing 
each of these categories. 

Additionally, some review should be made of special interest subsidies and tax 
breaks inserted into the Federal budgets without adequate public notice or review. 
In fact, the 1998 Balanced Budget contained 79 new tax provisions, each benefiting 
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fewer than 100 American taxpayers according to a Congressionai J oint Committee 
on Taxation study. 

Private organizations with divergent points of view such as the Heritage Founda- 
tion, the Progressive Poiicy Institute, the Cato Institute, Common Cause, Citizens 
Against Government Waste as weii as a coaiition of Friends of the Earth, Taxpayers 
for Common Sense and the U.S. Pubiic Interest Research Group have, in the past, 
pubiished iists which identify Federai programs which waste tax payer monies. Ad- 
ditionaiiy, organizations such as Raiph Nader's Pubiic Citizen, Nationai Taxpayers 
Union and American for Tax Reform have aii participated in the past by endorsing 
attempts to piug this drain on the budget . 

This wide ranging interest is further demonstrated by the actions of both the Con- 
gressionai Budget Office and the Library of Congress. In 1995, the Congressional 
Budget Office (CBO) published a study of Federal Financial Support of Business. 
Also, in 1995, the Economics Division of the Library of Congress published its own 
list of Federal Programs that could financially benefit Business Enterprises. In 
1997, CBO once again revisited this issue. Finally, the Administration's annual 
budget submission carries tables of "tax expenditures" as one of the several cat- 
egories of programs which this Commission should examine as it moves toward the 
goal of lightening the burden on the American Taxpayer. 

I will introduce the Corporate Welfare Reform Commission Act of 1999, in the 
coming days that would establish a Congressional advisory commission to examine 
and recommend to the Congress, after careful review, a list of federally supported 
programs which have outlived their initial purposes or that exceed in tax support 
the benefits for the American people. 

I n a word, we seem to know where we want to go on this issue, what we are miss- 
ing is a means to implement reform responsibly and swiftly. My legislation provides 
such a mechanism. This legislation would provide for the establishment of: 

1. A five member, independent nonpartisan Commission with all the membership 
appointed by the Congress. 

2. The Commission would identify unfair Federal subsidies to profit making in- 
dustries, tax preferences, and below market user fees and recommend reform of 
these provisions to the Congress under a rigid timetable for reform or termination. 

3. Generally excluded from the review would be Federal programs primarily de- 
signed for public health and safety, education and the environment. The proposal 
is modeled after the successful Base Realignment and Closure Commission and is 
designed to remove politics from the subsidy review process. 

I have already taken action to make the Administration aware that this is a mat- 
ter that r^uires a serious effort. On March 3, I wrote to Office of Management and 
Budget Director J ack Lew requesting that he provide me a list of government ben- 
efit programs that meet the criteria of Corporate Welfare Programs. 

In his reply to me. Director Lew identified 16 separate statutory proposals in the 
President's Budget to close corporate tax shelters, proposals relating to methods of 
business accounting that overstate expenses or understate receipts in an attempt to 
reduce taxes due and reductions in benefits through better management of users 
fees. On the spending side. Director Lew pointed to the Administration's efforts to 
reduce lender subsidies and recapturing part of the reserves of guarantee agencies. 
As one Member of Congress with limited resources compared with those of the 
Treasury Department, it is hard to thoroughly evaluate the merit of such a broad 
range of programs and tax expenditures. This Commission will have resources nec- 
essary to accomplish the goal. It also has the advantage of being a single focus effort 
not beset by competing daily requirements which would detract from a speedy, com- 
plete review necessary for successful completion of this work. 

Legislation on Corporate Welfare Reform was introduced in the last Congress. 
Hearings were held. This Congress we are moving forward earlier in the session. 
Perhaps, by taking a slightly different direction, we can speed up the process. We 
need to institutionalize our efforts and when conclusions are made by the Commis- 
sion, we need to have expedited consideration by the Congress to implement these 
decisions. 

My legislation would dojust that. 

I urge the Committee to expeditiously act to adopt this process including the time- 
table to begin to restore confidence in the Congress and its commitment to guarding 
the public purse, one of our most serious responsibilities. 

Chairman Kasich. I want to thank the panel. We have another 
panel that will follow this. I would like to concentrate my ques- 
tions— and first of all, I want to pay a very high compliment to my 
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friend, Mr. Shamansky, and it is pretty clear from this testimony, 
you have been about 11 years. Bob? 

Mr. Shamansky. Yeah. 

Chairman Kasich. Well, why can't we get something done about 
this? 

Mr. Shamansky. I think we are now with this hearing. We have 
made some progress. It is really an institutional problem of at all 
places the SEC, and I keep referring to the division of market regu- 
lation. It is simply amazing to me. I asked a person in a position 
to know what goes on over there, and I said why won't they do the 
job that clearly has to be done and the law expects them to do, and 
he looked me in the eye and he said, "Bob, you are a single investor 
out in Columbus?" And I said, yes. And he said, "When they leave 
the division, are you going to give them a job?" And the answer is 
obviously no. I don't know any other explanation. They are sim- 
ply— it is a classic case of the regulator captured by the regulated, 
and in this particular case, I have yet to meet a CEO that doesn't 
want his shareholders to get the shareholders' dividend. They all 
want them to. 

You know j ohn B. McCoy, and I know j ohn B. McCoy. I am 
working with him to make sure that Bank One, and you know, 
clearly working with him on that, to make sure that the industry 
moves on, because all we are talking about is returning money to 
the— j ohn wants his shareholders to get their money, and he wants 
his transfer agent to just use the technology and move on with it. 

The private sector will just apply the technology. The problem is, 

I think, institutional at the Securities and Exchange Commission. 

Chairman Kasich. Where do you think the proper point is up 
here for resolving this. Bob, and if we were to try to move to find 
somebody on a committee at jurisdiction, who could grab this thing 
and get this thing done, where would we go? Would that be the 
Banking Committee? Would it be the Commerce Committee? 

Mr. Shamansky. I would defer to your expertise on that, j ohn. 

I don't know which one— I am sorry, I wish I were more knowledge- 
able on that. Clearly 

Chairman Kasich. Is Ron Wyden doing anything besides the re- 
port? 

Mr. Shamansky. As you know, legislative counsel is working on 
the different elements to present a bill and that really is to remind 
the SEC what its job is and the authority that it has. The only 
thing that they may need to be encouraged on is the idea of when 
dividends are declared and interest earned on bonds, say, just put 
it in trust accounts. None of this is rocket science. We are not tak- 
ing— we are not bothering any State laws. There are no expendi- 
tures. It is just making sure that money is delivered to the rightful 
owners, and that is so simple. These people at the SEC can't han- 
dle that. 

Chairman Kasich. Or don't want to. 

Mr. Shamansky. Apparently. 

Chairman Kasich. Well, I think we need to make an effort. I 
mean, it is total— this seems to me like something that just should 
have been done in 11 days, not 11 years, and I think we have got 
to figure out how we can move all the various contacts we have to 
try to get this resolved. 
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Mr. Shamansky. Mr. Chairman, this is based on my experience. 
This is truly a nonpartisan issue. I have yet to meet Democrat, Re- 
publican or anybody else who said a shareholder shouldn't get his 
dividend and a bondholder shouldn't get his interest. This is not 
what you are arguing. It is strengthening our market economy, and 
you do that by encouraging the individual to put his money in it. 

Chairman Kasich. Well, just an element of fairness, too. I mean, 
it is just simple common sense. Gentleman from Georgia. 

Mr. Chambliss. I don't have any questions. 

Chairman Kasich. Gentleman from Pennsylvania. 

Mr. Smith. No questions, Mr. Chairman. We have the testimony 
of everyone except Representative Hoeffel. Are you going to make 
that available? 

Chairman Kasich. We have his written testimony. Bob, what we 
need to do is just stay on top of this and see how we can get this 
resolved, and to the gentleman from Pennsylvania, I am obviously 
very interested in your legislation, would like to have a good look 
at it, and I can't imagine I wouldn't be helpful on that. 

To Mr. Minge, David, what have you found in your— what has 
your experience been so far in your efforts to try to reign some of 
this in? 

Mr. Minge. Well, I have worked in several different capacities. 
One is to meet with business and State officials that are involved 
in economic development and planning, and by and large I found 
the reception to be quite positive. In fact, the largest criticism that 
I have had or the most significant criticism is that my bill is not 
stern enough, that instead of essentially a 100 percent tax on any 
benefit, I use a lower tax rate or in the alternative they said why 
don't you just flat out prohibit this and have some agency that is 
responsible for the enforcement of this so that we don't have states 
using taxpayer money for subsidies to induce businesses to move 
from one State to another. 

When it comes to our colleagues here in Congress, there is some 
skittishness. There is a reluctance to jump into what they think is 
essentially a State and local issue. They feel if states and munici- 
palities want to compete with each other and spend taxpayer dol- 
lars trying to woo each other's corporate headquarters, that is, you 
know, sort of like this is America, that is what we do, but on the 
other hand, as I have sat down and talked with colleagues about 
this, they have recognized that this is a very uncomfortable posi- 
tion that their State is often put in, and they would like to see 
something done. 

And what I am doing now is concentrating on finding cosponsors 
and starting to talk to the Ways and Means Committee ,which is 
the committee that would have jurisdiction over my bill, to see if 
they would consider having a hearing on it. 

Chairman Kasich. I want to thank all three of you, and I hope. 
Congressman Minge, that you will help me to assist Mr. 
Shamansky in being able to get an outcome. I mean I can promise 
you that he didn't do this because he had any self-interest, I can 
promise you that. He stumbled into something, and he went this 
isn't fair, and as a result, he has just been pursuing it, and we 
have actually worked with him for a while, but we need to get 
something resolved on this front. So I hope in a bipartisan way you 
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will join with me, and we will make sure we can get this resolved 
for him. 

Mr. Minge. J ohn, maybe this is something the three of us, now 
that we have heard it, we can cosponsor together. I think that he 
has a marvelous set of proposals and I compliment him. 

Chairman Kasich. It is kind of hard to believe, especially in the 
era of all the communication, the technology, it is just pretty amaz- 
ing. 

Mr. Shamansky. If I may, Mr. Chairman, show in a sense a 
softie I am. I am a lawyer, as I have said repeatedly. That is why 
I spotted the word "opine" I think, but yesterday, I walked in front 
of the Supreme Court building, and it says "Equal j ustice Under 
Law." I want you to understand, I am affected by it. I actually be- 
lieve that, and I was asked earlier, how could you and I be oper- 
ating on this, and I said that is what this— but that is what this 
country is about. We are agreeing on the issue, and we are talking 
about fairness and justice, and it is equal, and that is all we are 
talking about, but it is what we are talking about. 

Chairman Kasich. That is exactly right. I want to pay you the 
highest compliment for coming today, and I hope we can somehow 
soon end this frustration. OK. 

We go to our final panel, which is going to be a very interesting 
panel. Grover Norquist, Americans for Tax Reform; Steve Moore, 
the CATO Institute; Robert McIntyre, Citizens for Tax j ustice; j ill 
Lancelot, one of my favorites. Taxpayers for Common Sense; and 
Tom Schatz with the Citizens Against Government Waste. 

Is j ill still with us or did she leave? OK. I think we will start 
with the way they are listed on the sheet here. So, Grover, you 
get— oh, I am sorry, you are right. I will go to my favorite witness, 
j ill Lancelot, who will— are you prepared, j ill, to start? 

STATEMENTS OF JILL LANCELOT, LEGISLATIVE DIRECTOR, 
TAXPAYERS FOR COMMON SENSE; THOMAS SCHATZ, PRESI- 
DENT, CITIZENS AGAINST GOVERNMENT WASTE; ROBERT 
MCINTYRE, DIRECTOR, CITIZENS FOR TAX JUSTICE; STE- 
PHEN MOORE, DIRECTOR OF FISCAL POLICY STUDIES, CATO 
INSTITUTE; GROVER NORQUIST, PRESIDENT, AMERICANS 
FOR TAX REFORM 

STATEMENT OF J ILL LANCELOT 

Ms. Lancelot. I am. Thank you, Mr. Chairman and members of 
the committee. My name isj ill Lancelot. I am cofounder and Legis- 
lative Director of Taxpayers for Common Sense, and certainly, Mr. 
Chairman, I would like to say thank you for giving us the oppor- 
tunity to appear here today, but in particular I want to thank; you 
for your leadership on this issue. 

In the interest of time, I think I will skip through where Tax- 
payers for Common Sense is unless you think that is necessary. It 
is in the testimony, and folks can see who we are, but I am obvi- 
ously here to talk about Federal subsidies to business through di- 
rect Federal payments and tax breaks. It is a practice that we have 
all come to know as corporate welfare. Taxpayers for Common 
Sense believes the corporate welfare both drains the U.S. Treasury 
and misuses taxpayer money. 
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The projected budget surplus that has been making headlines 
this week in no way obviates the need to reduce unnecessary and 
wasteful government spending. There is never a time to waste the 
hard earned money of taxpayer dollars. Instead, Congress should 
work to further bolster America's current economic strings by re- 
moving the drain of corporate welfare, a misguided spending pri- 
ority that needs to end now. 

Not only is corporate welfare a misuse of taxpayer money, but it 
can have other ramifications as well. It can distort the market by 
maintaining industries that may not be able to compete on their 
own. Generally speaking, picking and choosing corporate winners is 
best left to the market. 

Corporate welfare also denies a fair return on taxpayer owned re- 
sources and properties. Corporate welfare continues programs long 
after they have achieved their intended purpose. Perhaps it may be 
impolitic to mention this, considering I am testifying before a house 
committee, but we do think that corporate welfare can sometimes 
encourage an unhealthy relationship between politicians and indus- 
try, each coming to depend on the other. 

I have chosen five examples that we deem corporate welfare, and 
I will summarize them quickly in the interest of time. The first 
four are also in the Green Scissors report and part of the Green 
Scissors campaign, and as noted earlier this morning, Ralph Nader 
has talked about some of these, but I think it is worth mentioning 
them again. Clearly, they are on many people's lists. 

The nuclear power industry provides a prime example of the gov- 
ernment propping up an industry that the market was unwilling 
to support. I n 1957, when no private insurance 

Chairman Kasich. J ill, excuse me 1 second. Is there a way you 
can summarize these five because we are going to be here all day 
if we don't do that. At least most of them have been here— Moore 
has been here for 3 hours. 

Ms. Lancelot. Well, as Mr. Nader said. Price Anderson pre- 
maturely pushed an industry into the market, and it has so far had 
about forty— there are many different estimates out there, $47 bil- 
lion in subsidies to date, and the government, the Congress and 
Department of Energy have just funded two more unnecessary pro- 
grams. 

The barge industry is a fine example where companies don't pay 
their fair share, which is an area we think is corporate welfare as 
well. The taxpayers built the waterway system, and the users don't 
pay for their operation and maintenance. We are talking about 
companies like Archer-Daniels-Midland, Cargill, Conagra or Du- 
pont. We think that they can afford to contribute at least 50 per- 
cent to the operation and maintenance of the inland waterway sys- 
tem. 

As Mr. Nader and other Members of Congress mentioned, the 
1872 mining law which governs the extraction of precious hard 
rock minerals on public lands, there is no royalty on these. The 
mining industry takes these precious metals for free. Even though 
the coal, oil and gas industries pay a royalty for the privilege of ex- 
tracting those resources from public lands, the government has 
been forced to give away more than $240 billion of minerals under 
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this law. This is, I think, a very gcxxl illustration of corporate wel- 
fare because it denies taxpayers a fair return on their assets. 

The Clean Coal Technology Program, another good example. Not 
only has this program fail^ to achieve its intended purpose, but 
it also benefits a wealthy industry that doesn't need its help. GAO 
says that it is a program fraught with waste and mismanagement. 

Those are the four corporate welfare programs that the Green 
Scissors campaign has also targeted. 

The defense contract mergers, which is what Mr. Nader talked 
about as well, although these are not in the spotlight right now be- 
cause there is— none of them are taking place, the Pentagon can 
under current policy appropriate funds to reimburse defense con- 
tractors for expenses that are related to corporate mergers. The re- 
cipients of these funds include corporations such as General Elec- 
tric, Northrop Grumman, Hughes Aircraft, and the decision to 
merge any of these related expenses should certainly be solely the 
responsibility of the companies involved. Taxpayer handouts should 
not fund these or any other many business decisions that private 
companies must make every day. 

In 1996 Congress passed l^islation that ended public welfare as 
we knew it. Today we need similar legislation that calls for an end 
to taxpayer subsidized handouts to financially strong businesses 
and mature industries. 

That does end the formal part of my testimony, but I would like 
to make one other comment, if I may. The good news that I take 
from this hearing is that organizations that often disagree seem to 
find common ground on this issue. And I would like to applaud the 
chairman and enthusiastically support the suggestion that you 
made that we all sit down and come together and figure out one 
or two issues that we can all work on, and I just want to make— 
tell a quick story. 

This is the way to make something happen, where you have dis- 
parate groups coming together and members from both sides of the 
aisle coming together, focusing on one or two issues. It happened 
in 1983 before you— I sort of show my age here because it hap- 
pened prior to the chairman coming to Congress— but the Clinch 
River Breeder reactor was a program that the government wanted 
to fund with a lot of money. I and others put together something 
called the Taxpayers Coalition Against Clinch River, and it had 
some of the people here on that maybe— some of the people here 
at the table actually the organizations hadn't started yet— but Citi- 
zens for Competitive Enterprise Institute, which was their first 
year, was involved along with business groups, religious groups, 
environmental groups, taxpayers groups. 

We formed this coalition and we killed the Clinch River Breeder 
reactor when it was going to be built in the State of Tennessee 

Chairman Kasich. That sounds like a holy alliance. 

Ms. Lancelot. In the State of Tennessee. We did this in 1983 
when Howard Baker was majority leader of the Senate in whose 
State the Clinch River Breeder reactor was going to be built. I n the 
House we had people like Vin Weber, a conservative from Min- 
nesota; George Brown, Democrat liberal from California; and every- 
body in the middle; Claudine Schneider, moderate Republican from 
Rhode Island. I n the Senate, we had Senator Bumpers, we all know 
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Senator Bumpers from Arkansas that would be; and very conserv- 
ative Republican from New Hampshire, Gordon Humphrey; and 
they stood up on the floor and they talked about the subsidies and 
the corporate welfare of this program and we beat it. 

So I applaud you. I support you. Let us do it. Thank you. 

[The prepared statement of J ill Lancelot follows:] 

Prepared Statement of J ill Lancelot, Legislative Director, Taxpayers for 

Common Sense 

Good afternoon. My name is Jill Lancelot, and I am Co-founder and Legislative 
Director of Taxpayers for Common Sense (TCS). Mr. Chairman, thank you for the 
opportunity to testify before the House Budget Committee's hearing on Corporate 
Welfare. I want to thank you, Mr. Chairman for your leadership on this issue. 

TCS is dedicated to cutting wasteful government spending and subsidies and 
keeping the budget balanced through research and citizen education. We are a po- 
litically independent organization that seeks to reach out to taxpayers of all political 
beliefs in working toward a government that costs less, makes more sense and in- 
spires more trust. Taxpayers for Common Sense receives no government grants or 
contracts. 

Mr. Chairman, today I am here to speak about Federal subsidies to business 
through direct Federal payments as well as tax breaks. This practice has come to 
be known as "corporate welfare." TCS believes that corporate welfare both drains 
the US Treasury and misuses taxpayer money. 

The projected budget surplus making headlines this week in no way obviates the 
need to reduce unnecessary and wasteful government spending. There is never a 
time to waste the hard-earned tax dollars of the American people. Instead, Congress 
should work to further bolster America's current economic strength by removing the 
drain of corporate welfare, a misguided spending priority that needs to end. 

Not only is corporate welfare a misuse of taxpayer money, but it can have other 
ramifications as well. It can distort the market by maintaining industries that may 
not be able to compete on their own. Generally speaking, picking and choosing cor- 
porate winners is best left to the market. Corporate welfare can also encourage an 
unhealthy relationship between politicians and industry with each coming to depend 
on favors from the other. All, of course, at the expense of the taxpayer. Let me ex- 
pand on these points with several examples. 

Nuclear Insurance and Research 

The nuclear power industry provides a prime example of the government propping 
up an industry that the market is unwilling to support. Beginning after World War 
II with the Atoms for Peace program, America was determined to convert nuclear 
power into a productive rather than a destructive force. Then in 1957 the govern- 
ment released its first nuclear reactor safety study. This study concluded that a nu- 
clear power accident could result in $7 billion of property damage and thousands 
of injuries. Recognizing the potential costs, a Vice President from GE told Congress 
that his company and others would not build nuclear power reactors unless th^ 
could be shielded from full liability in the event of such an accident. Since no pri- 
vate insurance companies would insure the reactors. Congress stepped in by passing 
the Price Anderson Act of 1957, a federally underwritten insurance scheme that 
paved the way for the construction of nuclear power reactors. Although originally 
enacted for only 10 years in an effort to jump-start the fledgling industry, it has 
been periodically extended and continues today to shield the nuclear industry from 
its full financial responsibility. 

Forty-two years ago the government defied signals from the private sector and 
prematurely pushed the nuclear power industry into the market place. And still, 
after $47 billion in subsidies and no reactor orders since 1974, the government con- 
tinues to throw money at the industry to help it keep its head above water. 

Congress made history during the FY98 appropriations process when, for the first 
time since 1950, it did not give any direct money to the nuclear power industry. 
This was quickly reversed when Congress provided $19 million in FY99 for the De- 
partment of Energy's Nuclear Energy Research Initiative (NERI). To date, the Sen- 
ate-passed Energy and Water Appropriations bill for FYOO has provided $25 million 
for NERI and $5 million for the Nuclear Energy Plant Optimization program. 

These programs will examine reactor aging issues— work already being performed 
by the Nuclear Regulatory Commission (NRC). Once again the government is sub- 
sidizing research for the mature commercial nuclear reactor industry by setting up 
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brand new programs that are duplicative and unnecessary. The nuclear power in- 
dustry generated $141 billion in 1996 revenues— surely it can afford to improve ma- 
ture products without more taxpayer subsidies. 

Barge Subsidies 

Second, consider the barge industry. Federal programs perpetuate an uneven 
playing field by subsidizing financially flush corporations that have it well within 
their means to pay at least 50 percent of the costs associated with operating and 
maintaining the nation's inland waterways. 

The Congressional Budget Office has declared the barge industry the most heavily 
subsidized mode of transporting goods. It is estimated that Congress appropriates 
about $500 million annually for the operation and maintenance (O&M) of inland wa- 
terways. The OSiM of this system requires, among other activities, the dredging of 
shipping channels and the rehabilitation and repair of locks and dams, costing tax- 
payers millions each year. TCS believes that, as major beneficiaries, the barge in- 
dustry should contribute at least 50 percent to the overall costs of inland waterway 
O&M. 

Among the beneficiaries of this subsidy are a small group of 20 wealthy barge 
owners. These corporations include: 

• American River Transport Co., a division of Archer-Daniels-Midland Co. (a com- 
pany with sales in FY '97 of $13.9 billion) 

• Cargo Carriers, Inc., a subsidiary of Cargill, Inc. (a company with sales in FY 
'97 of $67.7 billion) 

• Peavey Barge Lines, a subsidiary of Conagra, Inc. (a company with sales in FY 
'97 of $24.0 billion) 

• Consolidation Coal Co., a subsidiary of Dupont Nemours & Co. (a company with 
sales in FY '97 of $46.7 billion) 

Inland waterway operation and maintenance is a cost of doing business. Tax- 
payers paid to build the waterway system. At least let the users contribute to its 
maintenance. 


FIard Rock Mining 

The General Mining Law of 1872 is the granddaddy of all subsidies and is often 
at the top of many lists of outrageous give-aways. With good reason. The 1872 min- 
ing law governs the extraction of precious hard-rock minerals such as gold, silver, 
and platinum that are located on public lands belonging to the American people. 

First, under the law the mining industry is entitled to take free of any charge, 
gold and other precious minerals found on public lands. By comparison, oil and nat- 
ural gas companies are charged a 12.5 percent royalty for extracting resources from 
public lands; for coal mined on the surface a royalty rate of 12.5 percent is paid and 
8 percent for coal mined underground. 

Second, the law entitles large multinational corporations to take full title (called 
patenting) to mineral-rich lands for no more than $5.00 an acre. Through patenting 
or royalty-free mining the U.S. government has had to give away more than $245 
billion of minerals. 


Clean Coal Technology Program 

Third, consider the Clean Coal Technology Program. Since 1985 at least $1.2 bil- 
lion has been spent for this program. A 1991, General Accounting Office (GAO) re- 
port found a history of waste and mismanagement— a large number of projects had 
either been terminated within a few years of being funded, experienced substantial 
schedule delays, or exceeded their budgets. 

This mismanagement continues. Currently, there are seven projects that have 
been in the design phase for between 5 and 10 years and have yet to go to construc- 
tion. Two of those projects are in bankruptcy. Other projects have been moved from 
site to site not finding any place suitable. The Department of Energy still has a 
$610 million commitment to these projects that are still in the "design phase". 

Furthermore, the program is duplicative because similar research is being funded 
by the coal industry and by states in coal producing regions in an effort to promote 
the coal industry. 

I n 1996, the total value of domestic coal production exceeded $19 billion. This ma- 
ture industry hardly needs a subsidy program, especially one that has serious ques- 
tions regarding its effectiveness and productivity. 

The CCTP is a glaring example of the government's poor track record when it 
comes to selecting viable corporations. If left on its own, the CCTP most likely 
would not have survived the vagaries of the marketplace. Flowever, as with so many 
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corporate welfare programs, the subsidies allow an inefficient and impractical pro- 
gram to survive thanks to taxpayer dollars. 

Defense Contractor Merger Subsidies 

Corporate welfare involving defense mergers currently has fallen out of the spot- 
light as mergers have declined, but nevertheless could reappear at any time. Under 
existing policy, the Pentagon can spend appropriated funds to reimburse defense 
contractors for expenses related to corporate mergers. Called "restructuring funds" 
these handouts reward contractors for expenses for an activity that they presumably 
would have done anyway for sound business reasons. 

Recipients of the funds have included defense giants such as General Electric, 
Northrop Grumman, and Hughes Aircraft. Since the merger subsidy program began 
in 1993, these and other defense companies have billed over $817 million to the 
Pentagon. The decision to merge and any related expenses are solely the responsi- 
bility of the companies involved. Taxpayer handouts should not fund these or any 
of the other many business decisions that private companies must make every day. 

Conclusion 

In August 1996, anger at America's public welfare system culminated in the pas- 
sage of fne Personal Responsibility and Work Opportunity Reconciliation Act, l^is- 
lation that ended welfare as we knew it. Today we need similar legislation that calls 
for an end to taxpayer subsidized hand-outs to financially strong businesses and 
mature industries. 

Note: Attached is TCS's ten top corporate welfare items 

Ten Top Corporate Welfare Items 

1. SUBSIDIES TO THE HARD ROCK MINING INDUSTRY 

The 1872 Mining Law governs the extraction of precious hard-rock minerals such 
as gold, silver, and platinum that are located on public lands belonging to the Amer- 
ican people. First, it entitles the industry to take free of any charge, gold and other 
precious minerals found on public lands. Second, the law entitles large multi- 
national corporations to take full title to mineral-rich lands for no more than $5.00 
an acre. Under 1872 mining law the government has had to give away more than 
$240 billion worth of minerals. 

2. SUBSIDIES TO THE TIMBER INDUSTRY 

The U.S. Forest Service loses hundreds of millions of dollars selling trees from our 
National Forests to private timber companies. According to reports from the General 
Accounting Office (GAO) the Forest Service lost more than $2 billion from 1992 to 
1997. One of the primary reasons for these huge losses is due to money-losing tim- 
ber sales. More often than not, the Forest Service loses money when it sells Na- 
tional Forest trees because the agency charges timber companies far less than it 
costs to prepare and administer the sales. Furthermore, taxpayer dollars are spent 
on the construction of logging roads to assist timber companies in cutting and re- 
moving timber. The GAO reported that timber road construction cost American tax- 
payers $387 million from 1992-1997. 

3. SUBSIDIES TO THE LIVESTOCK INDUSTRY 

Grazing on public land by privately-owned domestic livestock is subsidized by tax- 
payers because the fee charged is not enough to cover the costs of the program ad- 
ministered by the U.S. Forest Service and the Bureau of Land Management. The 
program costs at least $5.76 per animal unit month (AUM) yet the current fee is 
only $1.35 per AUM. Recipients of grazing subsidies include major companies such 
as Union Oil, Getty Oil, Newmont Mining, and Anheuser Busch. 

4. DEFENSE CONTRACTOR MERGER SUBSIDIES 

Under existing policy, the Pentagon can spend appropriated funds to reimburse 
defense contractors for expenses related to corporate mergers. Recipients of the 
funds include corporations such as General Electric, Northrop Grumman, and 
Hughes Aircraft. 


5. OVERSEAS PRIVATE INVESTMENT CORPORATION 

The Overseas Private Investment Corporation (OPIC) provides subsidized loans 
and insurance to corporations for overseas investment. The insurance covers expro- 
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priation, political violence and currency inconvertibility. OPIC also finances joint 
ventures in which foreign enterprises can own up to 75% of the project. Taxpayer 
money should not be used to encourage unstable overseas investment by multi- 
national corporations who likely have the resources to find their own financing and 
insurance. 


6. ADVANCED TECHNOLOGY PROGRAM (ATP) 

The Advanced Technology Program (ATP) was created in 1988 with the objective 
of ushering in new technological advancements by awarding support grants for re- 
search and development to various corporations and joint ventures. Though the pro- 
gram may have had a worthy objective, there is no proof that ATP subsidies are 
essential for encouraging investment in research and development. According to a 
March 1997 report by the Congressional Budget Office (CBO), almost half of ATP 
grant near-winners "continued their research and development projects despite a 
lack of ATP funding". Recipients of these funds have been General Electric, Xerox, 
Dupont, Caterpiller, and United Airlines. 

7. MARKET ACCESS PROGRAM 

The Market Access Program (MAP), formerly known as the Market Promotion 
Program, is administered by the Foreign Services Department of the U.S. Depart- 
ment of Agriculture to encourage exports of agricultural projects. MAP funds con- 
sumer-related promotions of high-value products through trade shows, advertising 
campaigns, commodity analysis, information on foreign markets and training of for- 
eign nationals. In the last 10 years, more than $1.5 billion of taxpayer money was 
authorized for MAP— funding promotions that benefit large trade organizations and 
cooperatives, such as Sunkist and Ocean Spray, who can easily afford their own ad- 
vertising. 


8. SUBSIDIES TO THE COAL INDUSTRY 

A. The Clean Coal Technology Program is a program with a history of waste and 
mismanagement. 

B. The Department of Energy's research and development program is an unneces- 
sary program because it duplicates research conducted privately. The government 
has invested in programs that are ineffective and in which the market has shown 
no interest. 


9. SUBSIDIES TO THE BARGE INDUSTRY 

Each year. Congress appropriates approximately $500 million for the operation 
and maintenance of the 11,000-mile Federal inland waterway system. Operation 
and maintenance consists of, among other activities, the dredging of shipping chan- 
nels and the rehabilitation and repair of locks and dams. Among the beneficiaries 
of this government service are a small group of 20 wealthy barge owners, including 
subsidiaries of Cargill, Inc. and Conagra, Inc. The barge industry should pay for at 
least 50% of the costs associated with inland waterway operation and maintenance. 

10. SUBSIDIES TO THE NUCLEAR INDUSTRY 

In 1957, when no private insurance companies would insure nuclear reactors be- 
cause of the magnitude of potential costs, the government stepped in by passing the 
Price Anderson Act. That legislation prematurely pushed the nuclear power indus- 
try into the market place. F orty-two years and 47 billion dollars later the U.S. gov- 
ernment continues to subsidize the industry. Last year the Department of Energy 
created two new unnecessary and duplicative programs. 

Chairman Kasich. Tom. 

STATEMENT OF THOMAS SCHATZ 

Mr. ScHATZ. Thank you very much, Mr. Chairman, i very much 
appreciate the opportunity to be speaking tociay on business sub- 
siciies anci certainiy appreciate your ieaciership in this area over 
the years, and aii of us at this tabie have worked together on this, 
and we iook forward to continuing to do that in the future. 

As you know from your attendance at our press conference ear- 
iier this month, each year Citizens Against Government Waste 
pubiishes Prime Cuts. This year the edition had 640 recommenda- 
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tions that would save taxpayers more than $147 billion in 1 year 
and $1.2 trillion over 5 years. Prime Cuts proves that there are 
plenty of answers to the question of how Congress can stay within 
the budget caps from the 1997 Balanced Budget Act. 

Among the most significant recommendations are the business 
subsidy items. Our top 10 list includes the Advanced Technology 
Program, the Clean Coal Technology Program, Dairy, Peanut and 
Sugar Subsidies, the Essential Air Service, the Export Enhance- 
ment Program, Market Access Program, Overseas Private Invest- 
ment Corporation, Partnership for a New Generation of Vehicles, 
Power Marketing Administrations, and the Rural Utilities Service. 
Time will not permit me to elaborate on all of these programs. 
They are all discussed in my formal statement, and therefore, I 
would like to focus briefly on the Advanced Technology Program. 

ATP was established in 1990 under President George Bush. It 
was supposed to promote the competitiveness of U.S. business by 
accelerating the development and commercialization of promising 
high risk technologies with substantial potential for enhancing U.S. 
economic growth. The intentions were noble, but the premise from 
which they were hatched was wrong. To agree with ATP's suppo- 
sition, one would also have to agree that government funding cre- 
ates wealth and that companies need government grants in order 
to innovate. 

Government does not create wealth. It takes our taxes, keeps 
some for itself for administrative purposes and sends it back to the 
public. It cannot judge the marketplace as well as the private sec- 
tor. If Federal spending did create wealth, then surely West Vir- 
ginia would be one of the wealthiest States in the Union, given the 
deluge of Federal spending the State has enjoyed in the past dec- 
ade. Flowever, West Virginia is currently the second poorest State. 

In regard to ATP, a 1996 General Accounting Office study found 
that 63 percent of the companies that applied for this funding from 
the Government didn't even bother to look elsewhere for money, 
and half of those rejected managed to find alternate sources of sup- 
port. It is always easier to look for the handout than to do your 
own homework in the private sector and get money. 

And the money ATP provides is virtually nothing, about 1 per- 
cent compared to what the technology sector itself spends on re- 
search and development. According to the National Science Foun- 
dation, private industry spent more than $221 billion on R&D in 
1998, up 7 percent after inflation from the year before, and all you 
have to do is look at the rush to get those I nternet stocks out and 
the new tech stocks out on the market and on Wall Street, and you 
can see the money flowing in through venture capital. That is the 
way these advanced technologies should be funded. 

The companies are already doing this research. They will con- 
tinue to do it without government assistance. They are also helped 
by the 20 percent R&D tax credit which is available to everyone, 
not just those companies selected by the Department of Commerce. 
Microsoft, of course, is a prime example of how R&D should work 
in the free market. Bill Gates didn't go to the government for a 
handout. Fie stuck it out in his garage, and today, this is obviously 
the most dynamic software company in the world and it was built 
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through American ingenuity, not with the government's help. The 
company spends $3 billion a year on R&D. 

And here are some examples of what the Advanced Technology 
Program has been doing. Film technologies to replace paint on air- 
craft, a joint venture between 3M and United Airlines, and it would 
save about a $100,000 on a new Boeing 747. The companies that 
benefit from this new technology should be funding the research 
themselves. 

Application of gene therapy to the treatment of cardiovascular 
diseases. The National Institutes of Health currently spends $264 
million on the Human Genome Research project. Now, that is 
where this money should be going, and as it turns out, it is our un- 
derstanding, although we have not totally verified it, that the com- 
pany that got this money went out of business at the end of last 
year. 

There is another one, ultra high density magnetic recording 
heads. Research money goes to a who's who of Fortune 500 compa- 
nies: Digital Equipment, Eastman-Kodak, Hewlett-Packard, IBM. 
They will get the benefit of the increased market share from this 
technology. 

And finally, something called a suite of process monitoring and 
control technologies to cut costs and improve quality in the U.S. 
auto industry. This will clearly help only the U.S. auto industry, 
which now spends $17y2 billion a year on R&D. Why should the 
taxpayers be payi ng more? 

Mr. Chairman, this list is only the beginning. This is the big pile 
of ATP grants, and a lot of them are fairly interesting, but all of 
them are really a waste of money because you are talking about 
a tiny percentage of the R&D, and you are talking about choices 
being made through a bureaucracy and not through the market- 
place. I look forward to answering any questions on this or any of 
the other programs listed in our statement or even in the Prime 
Cuts, and I look forward to your continuing excellent work and 
your leadership in this area. 

[The prepar^ statement of Mr. Schatz follows:] 

Prepared Statement of Thomas A. Schatz, President, Citizens Against 
Government Waste 

Good morning, Mr. Chairman. Thank you for the opportunity to testify today be- 
fore the House Budget Committee. My name is Tom Schatz, and I represent the 
600,000 members of the Citizens Against Government Waste (CAGW). 

CAGW was created 15 years ago after the iate Peter Grace presented to President 
Ronaid Reagan the 2,478 findings and recommendations of the Grace Commission 
(formaiiy known as the President's Private Sector Survey on Cost Control). These 
2,478 recommendations provided a blueprint for a more efficient, effective, less 
wasteful, and smaller government. 

Since 1984, the implementation of Grace Commission and CAGW recommenda- 
tions has helped save taxpayers $625 billion. 

Testifying before this committee is both an honor and a privilege. CAGW works 
tirelessly to educate the American public about wasteful government spending and 
the long-term implications of a bloated bureaucracy. Hearings such as this one will 
help CAGW in its mission to make government more accountable. 

Mr. Chairman, as you know by your attendance at our press conference earlier 
this month, each year CAGW publishes Prime Cuts, a comprehensive list of spend- 
ing cut options available to Congress. The 1999 edition listed 640 recommendations 
that could save taxpayers more than $147 billion in 1 year and $1.2 trillion over 
5 years. Prime Cuts proves that the problem in Washington is not the lack of ideas, 
but the lack of political courage to implement them. 
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Among the most disturbing recommendations in Prime Cuts are the business sub- 
sidy items. In short, business subsidies, or corporate weifare as they are often 
caiied, are government spending programs that provide unique benefits or advan- 
tages to specific companies or industries. Corporate welfare includes subsides, 
grants, cut-rate insurance, low-interest loans and loan guarantees, trade restric- 
tions, and other special privileges that confer benefits on targeted firms or indus- 
tries. 

There are many programs that are classified as business subsidies. CAGW's top 
ten list is as follows: 

1. TheAdvanced Technology Program (ATP) 

2. The Clean Coal Technolo^ Program 

3. Dairy, Peanut and Sugar subsidies 

4. The Essential Air Service 

5. The Export Enhancement Program (EEP) 

6. The Market Access Program (MAP) 

7. The Overseas Private I nvestment Corporation (OPIC) 

8. Partnership for a New Generation of Vehicles 

9. Power Marketing Administrations 

10. The Rural Utilities Service (RUS) 

The Clean Coal Technology Program was created in 1984 to assist private indus- 
try with developing commercial technologies that would use coal in environmentally 
sound ways. The General Accounting Office (GAO) has cited numerous demonstra- 
tion projects that are experiencing difficulty in meeting cost, schedule, and perform- 
ance goals. The Department of Energy has been more than generous to participating 
companies by extending project deadlines several times to allow their sponsors to 
restructure them. Even if the projects were to perform well, coal has very few re- 
maining applications and is a dying substitute for other fossil fuels. The rationale 
for the Clean Coal Technology Program no longer exists, so the program should no 
longer exist. 

Based on a 60-year-old pricing scheme created to ensure an adequate supply of 
pure and wholesome milk, marketing orders inflate the prices of all products that 
contain milk. Milk marketing orders are regulations approved by dairy farmers in 
individual fluid milk markets that require dairy manufacturers to pay minimum 
monthly prices for milk purchases. The most illogical of all the provisions is the "dif- 
ferential" pricing scheme, which charges the manufacturers of fluid milk additional 
premiums, based in part on how far the manufacturing plants are from Eau Claire, 
Wisconsin. This makes about as much sense as the Federal Government requiring 
computers manufactured in Maine to be sold at a higher price than those manufac- 
tured in the Silicon Valley. The USDA milk marketing rule adopted in April 1999 
merely reduces the number of regional milk marketing orders from 31 to 11 and 
the blatant disparity in the price differentials, but fails to enhance industry com- 
petitiveness. 

As a result of the 1996 Farm Bill, farmers now have the freedom to farm almost 
everything, except peanuts. Only farmers who own or lease a production quota can 
legally grow peanuts to be sold for edible use. With a government-guaranteed sup- 
port price of $610 per ton (compared to a world price of $350 per ton), domestic 
prices are 74.3 percent higher than the average world market price. This imposes 
a hidden peanut tax of as much as $500 million annually on U.S. consumers. As 
taxpayers, consumers are hit again for millions of dollars that the Federal Govern- 
ment pays each year in inflated peanut prices for government feeding programs. 

The present sugar program consists of a domestic commodity loan program that 
sets a support price (loan rate) for sugar and establishes an import quota system 
that restricts foreign competition and ensures a high domestic price for sugar. When 
Congress reformed most agricultural programs in the 1996 Farm Bill, it left the 
sugar program virtually untouched. The sugar program costs consumers at least 
$1.2 billion in higher costs for sugar and sugar-containing products, and it costs tax- 
payers another $90 million in higher prices for sugar and sugar-containing products 
purchased for the Federal Government's feeding programs. A handful of wealthy 
sugar barons, who represent less than 1 percent of the nation's sugar growers, gob- 
ble up 58 percent of the program benefits. These are not small family farmers. In 
a recent year, 33 cane sugar growers obtained more than one million dollars each 
from this government boondoggle, and one grower alone received $65 million. 

The Export Enhancement Program (EEP) was established in 1985 to subsidize the 
export of agricultural commodities. EEP participants negotiate directly with buyers 
in a targeted country and then submit bids to USDA for cash bonuses. Wheat grow- 
ers have been the primary beneficiaries of EEP, which has awarded nearly $7.2 bil- 
lion in bonuses since its inception. Proponents claim that EEP is necessary because 
European wheat farmers are heavily subsidized, thereby creating an uneven playing 
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field for U.S. wheat to be sold overseas. But this program is simply a handout to 
big corporations so they can dump wheat on the international market. The 1994 
Uruguay Round of the General Agreement on Tariffs and Trade, which pledged to 
reduce both the volume of subsidized exports of agricultural products and budgetary 
outlays on export subsides for those products, also reduces the need for this cor- 
porate welfare giveaway. 

The Market Access Program (MAP) is the Federal Government's attempt to help 
build foreign markets for multimillion dollar companies. In the past, this corporate 
handout has gone to multinational corporations such as Burger King, Dole, Purina, 
and Sunkist. Even though the 1996 Farm Bill placed tighter restrictions on MAP 
spending, this program still needs to be eliminated. No one has been able to deter- 
mine whether MAP actually works, but even if it did, why should private citizens 
pay for it? 

The Overseas Private Investment Corporation (OPIC) was created to provide sub- 
sidized direct loans, guarantees of private lending, export credit assistance, and po- 
litical risk insurance to corporations. It tempts companies to invest in countries 
where their better sense tells them not to. The Federal Government should not be 
using tax dollars to subsidize such risky investments. 

Power Marketing Administrations (PMAs) were established in the 1930's to pro- 
vide remote areas of the country with access to electricity. There are currently four 
PMAs serving parts of 33 states. The electricity provided by PMAs is sold well below 
the actual cost of producing electricity: the Federal Government makes up the dif- 
ference through subsidies. There are two ways that PMAs could be privatized: a 
transitional government corporation could prepare them for sale within a fixed time, 
or their assets could be sold to existing customers or on the open market. The Con- 
gressional Budget Office notes that Federal sales of power only reduce utility bills 
slightly and therefore privatization would initially raise rates for a small number 
of consumers. These increases would simply address a market distortion caused by 
subsidized electricity: they would not "gouge" the consumer. The national movement 
to deregulate the electric industry requires that PMAs be privatized in order to 
begin to even the playing field. 

The initial mission of Rural Utilities Service (RUS) (formerly known as the Rural 
Electrification Administration) was to assist the nation's rural areas with utility in- 
frastructure development. This mission has been accomplished. RUS survives today 
to bring low-cost electricity to former remote locations - for exampleAspen and Vail, 
Colo.: Flilton Flead, S.C.: and Potomac, Md. Other beneficiaries of low-cost electricity 
include major telephone holding companies. An April 1997 GAO report stated that 
$8 billion, or 19 percent, of the RUS's outstanding principle on loans was owed by 
borrowers that were experiencing financial difficulties (read: they won't be paying 
the money back). RUS survives today in a new and unnecessary form. The elec- 
trification and telephone subsidies should be eliminated, especially to nonrural 
areas, and current borrowers should be encouraged to pay off their loans. 

While all of these are prime examples of business subsidies, I would like to focus 
my testimony today on one particular program, the Advanced Technology Program 
(ATP). 

ATP was established in 1990 under President George Bush. It was supposed to 
promote the competitiveness of U.S. business by accelerating the development and 
commercialization of promising high-risk technologies with substantial potential for 
enhancing U.S. economic growth. The intentions were noble, but the premise from 
which they were hatched was wrong. For one to agree with ATP's supposition, one 
would also have to agree that government funding creates wealth and that compa- 
nies need government grants in order to innovate. 

Government does not create wealth. It is ludicrous to think that any entity that 
levies taxes and then distributes that money after skimming a portion for adminis- 
trative purposes could create wealth better than an individual or company. It is not 
the government's money: it is the people's money that is being redded back to 
them. Secondly, if Federal spending did create wealth. West Virginia would surely 
be one of the wealthiest states in the union based on the deluge of Federal spending 
that state has enjoyed in the past decade. Flowever, West Virginia is currently the 
second poorest state. 

Government programs don't add to the pool of research and development funds: 
they actually take the place of private funds. A 1996 GAO study found that 63 per- 
cent of companies that applied for ATP grants didn't even bother to look elsewhere 
for funding. Yet half of those rejected for grants managed to find alternate sources 
of support. 

F urther, the money ATP provides is virtually nothing compared to what the tech- 
nology sector itself spends on research and development. According to the National 
Science Foundation, private industry spent more than $221 billion on R&D in 1998, 
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up 7 percent after inflation from the year before. These companies are already doing 
the research, and will continue to do it without government assistance. They are 
also helped by the 20 percent R&D tax credit, which is available to all companies, 
not just those selected by the Department of Commerce (DOC). Handing out tax dol- 
lars to a chosen few companies is much more likely to result in the underwriting 
of poor investments than allowing the marketplace to make those decisions. One 
only need look at the initial public offerings of Internet company stocks and the 
rush to invest in new technologies to realize that, once again, the private sector is 
far ahead of the government. 

The Microsoft Corporation is a prime example of how research and development 
should work in the free market. It is one the most innovative companies in the his- 
tory of America. Microsoft Chairman Bill Gates started out with a vision and, 
through hard work and perseverance, built one of the most dynamic software com- 
panies in the world. Microsoft was built with American ingenuity, not a government 
handout. The company spends $3 billion a year on R&D. 

Corporate subsidies often go by the name of "government investments" or "govern- 
ment-industry partnerships." These programs are disguised by techno-talk, as exhib- 
ited on the Department of Commerce's website, which devoted an entire page to re- 
butting CAGW’s corporate welfare claim. The following grants provide insight into 
ATP: 

Film Technologies to Replace Paint on Aircraft: 3M and United Airlines jointly 
propose to develop environmentally sound film products to replace paint used on air- 
craft exteriors. This will help reduce drag on airlines and can reduce fuel consump- 
tion by up to 1 percent or more, saving $100,000 or more annually on a Boeing 747. 
It is safe to say that that companies who benefit from a new technology should pay 
for the research and development of that new product. 

Application of Gene Therapy to Treatment of Cardiovascular Diseases: Gene ther- 
apy is the identification and eventual manipulation of a cell to correct a genetic de- 
fect. The National Institute of Health's National Human Genome Research Institute 
is currently undertaking this research. With a budget of $264,892,000 for this 
project in fiscal year 1999, this research is moving forward without the aid of ATP. 

Ultra-High Density Magnetic Recording Heads: This research money goes to a 
Who's Who of Fortune 500 companies, including Digital Equipment Company, East- 
man-Kodak, Hewlett-Packard, and IBM. All will get the benefit of an increased mar- 
ket share with the development of this new technology. 

A suite of process-monitoring and control technologies to cut costs and improve 
quality throughout the U.S. auto industry: The Department of Commerce openly ad- 
mits that this technology will help the U.S. auto industry. This grant, highlighted 
in DOC'S Prime Cuts rebuttal, is typical bureaucratic thinking that the government, 
not private industry, should be the leading force behind research and development. 
The auto industry currently spends $17.5 billion annually on R&D. Why should tax- 
payers pay for more? 

Mr. Chairman, this list is only the beginning. While time does not permit me to 
discuss all ATP grants, I would like to submit the list CAGW has obtained to date. 

With the approaching appropriations battle. Congress needs to cut government 
waste to stay within the budget caps. Members should shine a white-hot spotlight 
on business subsidies. Eliminating such items from the budget will end a cycle of 
dependence that some corporations have on the Federal Government. 

Five years ago. Congress took bold leadership in reforming welfare for the poor. 
It is now up to the Budget Committee and Congress to reform business subsidies. 

I congratulate you on your courageous leadership in this battle over the years, and 
hope your colleagues will join you. 

Thank you very much for this opportunity to testify. This concludes my testimony. 

I will be happy to answer any questions at this time. 

Chairman Kasich. Thank you, Mr. Schatz. 

Mr. Mcl ntyre is next. 

STATEMENT OF ROBERT Mcl NTYRE 

Mr. Mci NTYRE. Thank you, Mr. Chairman. 

Chairman Kasich. i wouid aiso thank you for your patience be- 
cause i know you have been here for an extendi period of time, 
and i aiso know you have a very extended testimony, and i wouid 
i ike to make sure that without objection aii of that is inciuded in 
the record, and the gentieman's recognized. 
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Mr. McIntyre. Thank you, Mr. Chairman. It seems like many 
hours ago when my former boss Ralph Nader said that this was the 
first hearing on corporate welfare ever. Well, this may be the long- 
est hearing on corporate welfare ever, but alas, it's not the first. 

Over the 25 years that I have been hanging around this town 
doing this, working for Ralph for part of that time, I believe I have 
attended about 50 or 60 corporate welfare hearings— at the cor- 
porate welfare committees, also known as the House Ways and 
Means and Senate Finance Committees. They have had thousands 
of such hearings, as best I can tell. I didn't go to them all. 

Chairman Kasich. As an assistant to Ralph Nader, if I was a 
teacher, you started off clearly with an "A" from Ralph Nader. Go 
ahead. 

Mr. McIntyre. As we all know, I suppose, the Federal Govern- 
ment provides lots of financial assistance to businesses, and as 
most people have discovered when they have looked, most of that 
is through the Internal Revenue Code. We calculate that almost 
$200 billion this fiscal year will be granted to businesses and their 
owners in the form of tax preferences. That is a lot of money. It 
is enough that we could cut taxes by about a sixth if these sub- 
sidies didn't exist or we could pay for more of all those government 
programs that the public likes. 

Either way, it seems that American taxpayers who don't benefit 
from these preferences— and among those taxpayers there are 
many American businesses— have a right to ask whether these tax 
preferences for business are serving the public good. 

Well, trained well by Ralph Nader, I have always been a free 
marketer. It always seemed to me that the private sector is really 
what drives most of what this country does in terms of the eco- 
nomic growth, and that generally they are pretty good at it. The 
government's very important role is to provide the legal structure, 
the education system, the highways, the basic scientific research 
and all the other things that government needs to do and needs to 
do well to make our economy and our society prosper. 

The problem with these corporate welfare items is that they 
muck up both sides of the equation. They make it hard for the gov- 
ernment to do its job because they use up lots of government re- 
sources, and they make it hard for the private sector to do its job 
because they have the government telling private businesses what 
to invest in and what to do. Neither of those is a good strategy for 
long term growth or for a healthy American economy or for an 
economy that is fair. 

So my general view is I want you guys to do your job, I want 
you to have the resources to do it, and I want private business to 
do its job, and I don't want you guys telling them what to do. That 
is why over the years I have been a strong opponent of corporate 
welfare. 

Despite my eloquence over the years, many Members of Congress 
seem to think that putting tax entitlements into the Internal Rev- 
enue Code is really a terrific way to do business. Why? Well, one 
reason, perhaps the biggest of all, is that it has certain advantages 
if Congress decides to give away money. Let us say that you want 
to give General Motors a billion dollars. You could put it in a 
spending bill, "General Motors gets a billion dollars for being a ter- 
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rific American company that makes pretty good cars." But that 
shows up as spending, and then you nave to raise taxes to do it, 
and that shows up as taxes, and so people are mad at you for sub- 
sidizing General Motors and they are mad at you for raising their 
taxes. But if you put the subsidy in the tax code, "General Motors 
gets a billion dollars off on its taxes," that shows up in the budget 
as a tax cut overall and no spending overall. So you get to have 
your cake and eat it, too. 

So tax subsidies have an advantage over regular spending unfor- 
tunately, and that is one big reason why we have so many of them. 
By the way, I picked out General Motors not quite at random since 
in 1995 and 1996, despite making several billion dollars in profits, 
GM didn't pay any taxes. It didn't because in its wisdom Congress 
in 1993, with President Clinton's endorsement, that was the Demo- 
crats, augmented by Congress in 1997, with not too much Demo- 
cratic support, so I guess that was the Republicans, decided to ex- 
empt General Motors' leasing operations from what had been some 
prohibitions against negative tax rates. As a result, GM's leasing 
operations zeroed out General Motors from tax, which is too bad. 

Now, of course, as the members of the Ways and Means Com- 
mittee who were here before pointed out, all of these tax breaks are 
supposedly justified as incentives for valuable economic activity. 
Well, let me tell you something. Most of these things are pure 
waste, and that is the good news. When companies come into the 
Congress and ask for a subsidy for something, they are not coming 
in to ask you to tell them what to do. They are asking you to pay 
them for what they are doing anyway. That ought to be obvious. 

So you have to understand that when you are subsidizing these 
companies at their request, they are going to just do what they 
would have done anyway. That is the good news. The bad news is 
occasionally these subsidies actually work, and you really distort 
economic behavior. The classic example of that was in the early 
eighties when President Reagan, in his first incarnation before he 
became a born again tax reformer, decided that we should build 
empty office buildings all over the United States and pay compa- 
nies to do it. We did and we got the empty office buildings, and the 
next thing we know, as the Bush Treasury pointed out, we had the 
S&L crisis. So, yeah, when Congress gets its finger really deep in 
telling businesses what to do it is not a good result. 

Now, I don't have any more time, but I do have some corporate 
welfare examples in my testimony. I point out that I just picked 
four that I thought were illustrative. We have a long report that 
is up on our web site that looks at all of the tax preferences in the 
code and offers a critique of them. Most of our comments are kind 
of negative. I encourage the committee to put a link to our report 
on its web site if you want to know what we really think. 

So thank you, M r. Chairman. I really appreciate it. 

[The prepared statement of Mr. Mcl ntyre follows:] 

Prepared Statement of Robert McIntyre, Director, Citizens for Tax J ustice 

Thank you for the opportunity to testify today on the topic of "unnecessary busi- 
ness subsidies," or as it is often popularly styled, "corporate welfare." 

As is well known, the Federal Government provides financial assistance to busi- 
nesses in a variety of ways and for a variety of stated purposes. The vast bulk of 
such assistance is provided through special tax abatements for businesses that en- 
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gage in favored activities. As the Congressional Budget Office noted in 1995, 'The 
Federal Government's efforts to promote business are heavily weighted toward tax 
preferences, with spending and credit programs accounting for a smaller share of 
Federal efforts."^ 

I n fiscal 2000, the total cost of business tax preferences, including those that ben- 
efit business investors or subsidize business products, is estimated to be $195 bil- 
lion^— far, far larger than direct-spending business subsidies. One can easily cal- 
culate that personal and corporate tax rates are about 20 percent higher than they’d 
need to be if these tax preferences for business and investment did not exist. Or 
alternatively, the government could provide far more public services than it cur- 
rently does at the same statutory tax rates that are now imposed. Citizens and com- 
panies that do not benefit from these tax preferences have a right to ask whether 
they are serving the public good. 

We have organized our society to leave most decisions about what to buy and 
what to make to the free-market decisions of millions of consumers and businesses. 
Both economic theory and experience teach us that this is generally a wise choice. 
Of course, it takes a robust legal and political system to make these private deci- 
sions possible. Government must provide the legal system, the public infrastructure 
and the educational system. It must set the rules for commerce, deal with areas 
where markets do not work well, such as environmental protection and consumer 
protection, and smooth out the rough edges of capitalism to make sure that those 
who do not succeed are not left too far behind. It takes substantial public resources 
to build such a well -functioning economic and social framework, and it behooves the 
government not to waste its resources on usurping the role of markets where they 
do well on their own. 

"Corporate welfare" is a prime example of where government can undermine its 
ability to do its own job while simultaneously interfering with the private sector's 
ability to do what it does best. Curbing such unwarranted interference should be 
high on the list of those who want a more efficient government and a strong private 
economy. 

In my testimony today, I do not propose to offer an exhaustive critique of all the 
business subsidies in the tax code. Instead, I want to discuss some general prin- 
ciples, and then focus on a few of the more notable tax-based business subsidies. 
For a more extensive analysis, I refer the committee to Citizens for Tax J ustice's 
1996 report. The Hidden Entitlements (from which portions of this testimony are 
adapted). 


1 Congressional Budget Office, Federal Financial Support of Business, Oct. 1995. 

2|n its 1995 analysis of business subsidies, CBO used a rather narrow definition of business 
tax preferences, leaving out many of those that benefit business investors or subsidize business 
products, notably, most capital gains breaks, some tax-exempt bonds, and the exemption for life- 
insurance inside buildup. Based on the most recent figures published by the J oint Committee 
on Taxation, the fiscal 2000 total of business tax preferences included on CBO's 1995 list is $80 
billion. Adding the investment tax preferences that CBO did not include, the total in fiscal 2000 
comes to $195 billion. Even this total is probably understated, particularly with regard to multi- 
national corporation subsidies. Note that the total reported here includes an estimate for the 
cost of business meals and entertainment write-offs, which was excluded from the CBO list. 
Note also that tax breaks for retirement savings are excluded from the investment subsidies re- 
ported here. 
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Cost of Tax Brooks for Business & Inv 
mFi,sca)2(IOO 

cMiiuiil 1 

I Total 

$194.9 

; Capital gains (except homes) 

73.9 

■ Accelerated depreciation 

36.9 I 

Insurance cos. & products 

29.9 i 

; Multinational preferences’^ 

13.5 : 

! 

Tax-free bonds, pri vate** 

9.0 1 

Business meals & entertainment 

6.6 i 

R&D tax breaks 

4.0 

1 Low-income hou.s ing credit 

4.0 

j Oil, gas, other energy 


i Timber, agriculture, minerals 

. - i 
1.3 1 

1 Financial institutions (non- insurance) 

0.9 ■ 

j Installment sales 

0.9 ’ 

1 Special ISOP rules 

0.8 

j Empowerment zones 

0.8 

1 Other business & investment 

0 2 

^Probably substantially und«-stated 

**Excludes the $ 16.5 billion cost of public-purpose bonds. i 

Source; Joint Co.iriinlttec on Taxation, 'Dec. 199S, except (a) figure for , 

j business meals & entertainment, estimated by Ci tizens for Tax Justice and { b) i 
1 figure for aipital gains, based on Traasury and CTJ e.stimace.s. 1 


I. General Principles 

Today, there are few who would challenge the notion that tax abatements de- 
signed to accomplish some social or economic goal unrelated to equitable tax collec- 
tion are a form of government subsidy. Both those who lobby for such tax pref- 
erences and those who enact them understand this truism. Indeed, these tax-based 
subsidy programs even have an official name: "tax expenditures." As thej oint Com- 
mittee on Taxation explains: 

Special Income tax provisions are referred to as tax expenditures because 
they are considered to be analogous to direct outlay programs * * *. Tax 
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expenditures are mcst similar to these direct spending programs which have no 
spending limits, and which are available as entitlements.^ 

For instance, suppose the government wants to subsidize wages for low-income 
workers. It could try to accomplish this goal in various ways. One might be by regu- 
lation, to wit, by setting a minimum hourly wage that businesses are required to 
pay. Alternatively, the Department of Flealth and Fluman Services could provide di- 
rect wage subsidies to eligible workers. Or a wage subsidy could be administered 
by the Internal Revenue Service, either by reducing income taxes for low-income 
workers, including tax "refunds" for those who owe no income tax, or by offering tax 
credits to businesses that hire low-income people. 

In fact, the government follows all three approaches. First of all, of course, there 
is a minimum wage. Second, many low-income workers have their salaries supple- 
mented by welfare, food stamps, unemployment compensation and so forth. And 
third, the tax code provides an "earned-i ncome tax credit" to low- and moderate-in- 
come working families and tax credits to businesses that hire certain low-income 
workers. 

Most government spending through the tax code is not targeted toward low-in- 
come people, however. In fact, tax breaks tend to reward those with the most lob- 
bying muscle in Washington. Organized corporate interests have been particularly 
successful in obtaining tax subsidies— so much so that corporate tax expenditures 
currently equal more than 40 percent of total corporate tax payments. 

Tax subsidies as entitlements: When the Joint Committee on Taxation de- 
scribes tax expenditures as similar to entitlements, it means that most of them con- 
tinue without further review once they are put into the tax code. I n contrast, direct 
spending on defense, roads, environmental protection, and other non-entitlement 
programs must be approved every year, and it takes an appropriation bill passed 
by Congress and signed by the President to do so. If a such a "discretionary" pro- 
gram turns out to cost more than expected, it— or something else— must be scaled 
back in the annual budget. But if the price tag on a tax break goes up, it continues 
anyway— and the process of curbing it is much more difficult. 


Projected Cuts in C-ertain Domestic Programs Under 
Ten-Year Budget Plan Approvetl By Congre.ss in 19S 
(fiscal years) 


' Pcrccrit Changes as a Share of 

i _ €PF I 

j l59i-04 I l»9-«9 ] 


I Community and regional development j —84% | -96% j 


jAgricultwre 

1 General government 

-60% f -72% 

-34% f -48% ' 

jEBvironrB.entaad natural resouross 

-25% I -39% 

1 Science and space 

-23% 1 -38% 

i Crime prevention and other justice 

1 activities 

"'■ ■■ ' ■ S 

1- 

-20% 1 

fTransportaHon 

-13% -SOCf 

j Veterans benefits and services 

-14% -27% 

lEiJucation, training, erop.loyment, 
jsociai services 

-3« . -15'{ 



3J oint Committee on Taxation, Estimates of Federal Tax Expenditures for Fiscal Years 1996- 
2000, Sept. 1, 1995, p. 2. See also Congressional Budget and Impoundment Control Act of 1974 
(P.L. 93-344), sec. 3(a)(3). 
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The budget advantages that tax entitlements enjoy over most direct spending pro- 
grams is iflustrated in the budget just approved by Congress, which contemplates 
huge reductions in most areas of domestic discretionary spending as a share of the 
economy over the next decade. (See table.) In contrast, tax subsidies are expected 
to maintain, or even expand, their claim on the economy over the same period. 

Standards for evaluating business tax subsidies: Size alone would seem to 
mandate that any serious analysis of possible ways to improve government effi- 
ciency and curb waste must include business tax subsidies within its scope. Like 
other spending programs, tax subsidies ought to be evaluated on the following 
grounds: 

1. Isthe subsidy designed to serve an important public purpose? 

2. Is the subsidy actually helping to achieve its goals? 

3. Are the benefits, if any, from the subsidy commensurate with its cost? 

4. Are the benefits of the subsidy fairly distributed, or are they disproportionately 
targeted to those who do not need or deserve government assistance? 

5. Is the subsidy well-administered? 

Few if any business tax subsidies could pass these tests. 

Oversight issues: With regard to the fifth point, one might question whether the 
I nternal Revenue Service is ever the appropriate agency to administer a government 
spending program. After all, the IRS's expertise is in tax collection, not construction 
or farming or business investment. Would we ask the Energy Department to admin- 
ister the Social Security system on the side? Would we expect the Defense Depart- 
ment to do a good job running the food stamp program? Does anyone think the 
Labor Department should be in charge of securities regulation? 

To be sure, handing a program to the IRS to run has advantages. The bureau- 
cratic overhead may be fairly low, since the IRS will inevitably devote most of its 
attention to its main mission of collecting taxes. But the price for that lack of atten- 
tion may well be inefficiency in the administration of the program. In particular, 
hugely expensive business tax expenditures purportedly designed to encourage pro- 
ductive investment usually operate with little or no oversight as to whether they 
are actually achieving their goals. If a direct spending program is failing to achieve 
its goals, the agency in charge of the program will usually be held accountable. But 
no one thinks to blame the I RS if the tax-based programs it "administers" prove too 
costly or fail to work. 

Why do many lawmakers find tax subsidies attractive? Poor administration, 
lack of cost controls, and unhappy distributional results are "features" that are far 
too typical of tax-based subsidies. Yet despite these obvious drawbacks, many politi- 
cians, at both the Federal and state levels, find tax expenditures extremely attrac- 
tive. One wonders: Do they think poorly administered programs are a good idea? 
Are they unconcerned about the impact of uncontrolled spending on the budget? Are 
they unconcerned about the adverse effects on taxpayer confidence in the tax system 
that tax-subsidy abuses can create? Or do they simply see tax subsidies as a way 
to exert power over society and the economy without having their efforts show up 
in the official spending budget? 

This last point may be the most important. Because of the way the government's 
budget books are kept, politicians can have their cake and eat it, too. A direct 
spending program shows up in the official budget as Federal outlays and the taxes 
that pay for the program as revenues. But if an equivalent tax expenditure program 
is enacted, paid for with taxes on people and/or companies not benefitted, the com- 
bination shows up in the aggregate budget numbers as a wash. Neither net taxes 
nor spending will appear to go up in the official budget. In recent years, this has 
made tax subsidies the tool of choice for many lawmakers. 

For example, in their 1994 "Contract with America," GOP leaders in Congress 
talked a lot about cutting spending. But among the most significant specific expend- 
iture changes they proposed in 1995 were more than $100 billion a year in increased 
tax-based spending programs. Ironically, these huge new tax entitlements— mostly 
targeted to large corporations and the wealthy— were designed to show up in the 
budget not as additional spending, but as tax cuts. Likewise, in recent years, many 
of President Clinton's program initiatives have been styled as tax cuts rather than 
spending. 

Ultimately, of course, tax entitlements are not free. As was noted earlier, if all 
current tax business and investment tax expenditures were suddenly repealed, for 
example, income tax rates could be reduced across the board by about a sixth. Such 
a radical step is unlikely, of course. But eliminating or scaling back even some of 
these kinds of tax entitlements could make a very significant difference in improv- 
ing tax fairness and easing most people's tax burdens. Such steps would also be 
likely to improve economic growth to boot, by curbing wasteful tax-sheltering activi- 
ties and thereby increasing productive market-driven investment. 
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Most corporate tax subsidies are pure waste. If you think for a minute about 
how these subsidy programs came into being, then this is quite obvious. Businesses 
do not lobby the government to tell them what to do. They lobby for subsidies for 
doing what they already do, and would continue to do anyway. Thus, companies 
that buy lots of equipment want subsidies for buying equipment. Companies that 
do lots of research want subsidies for research. Companies with international oper- 
ations want subsidies for operating internationally. And so forth. 

As the House Ways and Means Committee noted in its report on what became 
the Tax Reform Act of 1986, 

Proponents of massive tax benefits for depreciable property have theo- 
rized that these benefits would stimulate investment in such property, 
which in turn would pull the entire economy into more rapid growth. The 
committee perceives that nothing of this kind has happened. 

To say that most business subsidies pay companies for doing what they would do 
anyway does not mean, of course, that they have no effect at all. For one thing, their 
cost means that other taxpayers must pay higher taxes or get lower government 
services. For example, if the price of business subsidies is less government invest- 
ment in education, we may all suffer the adverse consequences. Likewise, businesses 
that get lower subsidies than their competitors may find themselves unfairly dis- 
advantaged in the marketplace. 

In addition, even though businesses may not always realize it, subsidies do tend 
to have at least marginal effects on behavior. But if one believes in free markets, 
rather than central planning, these tax-induced economic distortions usually tend 
to be detrimental rather than helpful. As the official report on the 1986 Tax Reform 
Act notes, in the loophole-ridden era from 1981 to 1985, 

* * * the output attainable from our capital resources was reduced be- 
cause too much investment occurred in tax-favored sectors and too little in- 
vestment occurred in sectors that were more productive but which were tax- 
disadvantaged. ^ 

In rarer cases, business subsidies can be so large that they cause large economic 
shifts. That was the case from 1981 to 1986 in the real estate industry, where lavish 
tax subsidies caused a huge wave of excess office construction around the country. 
As the Bush Treasury Department noted in a letter in August 1991: 

Neutral taxation promotes the efficient allocation of investment re- 
sources, while the ability to use numerous tax incentives available for real 
estate prior to the 1986 Act had the opposite effect, the result of which was 
substantial overbuilding, one of the primary causes of the savings and loan 
crisi s. 

Thus, most business tax subsidies are at best pure waste, and even worse, can 
sometimes cause perverse economic effects. 

II. Four Examples of Corporate Welfare in the Tax Code 

Let us now turn to a few of the many notable examples of business subsidies in 
the tax code. I've picked four items to illustrate various "features" of business sub- 
sidies: 

• Tax breaks that don't work (accelerated depreciation). 

• Tax breaks with perverse results (multinational tax preferences). 

• Tax breaks with little oversight (R&E credit). 

• Tax breaks with virtually nojustification at all (business meal deductions). 

I should emphasize that all of these share common defects with one another. 

1. ACCELERATED DEPRECIATION 

Accelerated depreciation rules allows businesses to write off their purchases of 
machinery, equipment and buildings for tax purposes faster than the assets actually 
wear out. Special tax breaks for business capital outlays entered the tax code in the 
sixties, and were enlarged in various ways thereafter. The process reached its 
apotheosis in the major expansion of depreciation write-offs included in President 
Reagan's 1981 tax cut act. 

With the 1981 act, the tax-shelter floodgates opened. By 1983, studies by Citizens 
for Tax J ustice found that half of the largest and most profitable companies in the 


‘‘Ways and Means Committee Report on H.R. 3838, the Tax Reform Act of 1985 (which be- 
came the Tax Reform Act of 1986), pages 145-46. 

oint Committee on Taxation, Generai Expianation of the Tax Reform Act of 1986 (May 4, 
1987), p. 98. 



314 


nation had paid no Federai income tax at aii in at ieast one of the years the depre- 
ciation changes had been in effect. More than a quarter of the 250 weli-known com- 
panies surveyed paid nothing at aii over the entire 3-year period, despite $50 biiiion 
in pretax U.S. profits. Generai Eiectric, for exampie, reported $6.5 biiiion in pretax 
profits and $283 miiiion in tax rebates. Boeing made $1.5 biiiion before tax and got 
$267 miiiion in tax rebates. Dupont's pretax profits were $2.6 biiiion; after tax it 
made $132 miiiion more. CTJ 's findings weresimiiar in 1984, 1985 and 1986. 

In response to pubiic damor, his own newfound misgivings and the disappointing 
economic resuits of the 1981 corporate tax incentives. President Reagan heiped iead 
the fight for the ioophoie-ciosing Tax Reform Act of 1986. The 1986 act greatiy 
scaied back depreciation and other tax breaks for business property. The changes 
curbed corporate tax avoidance opportunities and made taxpayers out of most of the 
former corporate non-payers. 

Whiie companies paid more in taxes after 1986, however, business investment 
fiourished. As former Reagan Treasury offidai, J . Gregory Baiientine, told Business 
l/l/eak; "It's very difficult to find much relationship between [corporate tax breaks] 
and investment. In 1981 manufacturing had its largest tax cut ever and imme- 
diately went down the tubes. In 1986 they had their largest tax increase and went 
gangbusters [on investment]." 

Despite its advances, the 1986 Tax Reform Act did not end corporate depreciation 
subsidies. Even today, businesses are allowed to write off the cost of their machin- 
ery and equipment considerably faster than it actually wears out— a subsidy esti- 
mated by the] oint Committee on Taxation to cost $37 billion in fiscal 2000. 

Moreover, when equipment is purchased with borrowed money, the current tax 
system produces outright "negative" tax rates— making such investments more prof- 
itable after tax than before tax! As a result, corporate buying and selling of excess 
tax breaks through equipment "leasing" deals have remained widespread. Indeed, 
leasing tax shelters received a substantial boost from legislation enacted in 1993 
and 1997. These acts substantially gutted the 1986 reforms that had curbed excess 
depreciation of debt-financed capital outlays (as in common with leasing). As is well- 
known to tax professionals, the combination of debt-financing and accelerated depre- 
ciation typically produces negative tax rates. To curb such tax shelters, the 1986 act 
set lower depreciation write-offs under the Alternative Minimum Tax. Unfortu- 
nately, the 1986 AMT depreciation reforms have been repealed. 

One can see examples of the sometime startling effects of the accelerated depre- 
ciation rules by a quick perusal of corporate annual reports. For example, in 1995, 
Eastman Kodak paid an effective Federal tax rate of only 17.3 percent— less than 
half the 35 percent statutory corporate tax rate— mainly because of $124 million in 
tax subsidies from accelerated depreciation. Accelerated depreciation was one of the 
key reasons why American Flome Products paid only a 15.6 percent tax rate on its 
$4.2 billion in U.S. profits from 1992-94. Allied Signal got $51 million in accelerated 
depreciation tax breaks in 1995, helping it pay a tax rate of only 10.7 percent on 
its $3.4 billion in U.S. profits over the past 4 years. And General Motors received 
tax refunds totaling almost $1.4 billion dollars in 1995 and 1996, despite reported 
U.S. profits of $5.2 billion, apparently in large part due to depreciation tax breaks 
generated by its leasing activities. 

Economists also complain— rightfully— that accelerated depreciation often skews 
investment decisions away from what makes the most business sense and toward 
tax-sheltering activities. This can, for example, favor short-term, tax-motivated in- 
vestments over long-term ones. 

With its huge cost, minimal direct value to most people and sad economic record, 
accelerated depreciation might seem to have little going for it. Yet several recent 
proposals would expand depreciation tax subsidies far b^ond even their current lev- 
els. The GOP's 1995 "Contract With America" originally included a $30-billion-dollar 
a year super-accelerated depreciation plan promoted by Budget Committee Chair- 
man J ohn Kasich (R-Ohio) that would have let companies write off more than they 
actually spent buying new equipment. A conceptually similar increase in deprecia- 
tion write-offs is a key feature of the "flat tax" proposed by Rep. Dick Armey (R- 
Tex.) and endorsed by presidential candidate Malcolm S. Forbes, J r. and former 
Rep. J ack Kemp. 

Nevertheless, curbing or eliminating accelerated depreciation should be at the top 
of the list for those who really believe in attacking corporate welfare and curbing 
government waste. 

2. TAX BREAKS FOR MULTINATIONAL CORPORATIONS 

Multinational corporations, whether American- or foreign-owned, are supposed to 
pay taxes on the profits they earn in the United States. In addition, American com- 



315 


panies and individuals aren't suppcsed to gain tax advantages from moving their 
operations or investments to low-tax offshore "tax havens." But our tax laws often 
fail miserably to achieve these goals. 

For example, IRS data show that foreign-owned corporations doing business here 
typically pay far less in U.S. income taxes than do purely American firms with com- 
parable sales and assets.® The same loopholes that foreign companies use are also 
utilized by U.S. -owned multinationals, and even provide incentives for American 
companies to move plants and jobs overseas. 

The problems in our taxation of multinational companies stem mainly from the 
complicated, often unworkable approach we use to try to determine how much of 
a corporation's worldwide earnings relate to its U.S. activities, and therefore are 
subject to U.S. tax. In essence, the IRS must try to scrutinize every movement of 
goods and services between a multinational company's domestic and foreign oper- 
ations, and then attempt to assure that a fair, "arm's length" "transfer price" was 
assigned (on paper) to each real or notional transaction. 

But companies have a huge incentive to pretend that their American operations 
pay too much or charge too little to their foreign operations for goods and services 
(for U.S. tax purposes only), thereby minimizing their U.S. taxable income. In other 
words, companies try to set their "transfer prices" to shift income away from the 
United States and shift deductible expenses into the United States. A 1992 Congres- 
sional Budget Office report found that "[ijncreasingly aggressive transfer pricing by 
* * * multinational corporations" may be one source of the shortfall in corporate tax 
payments in recent years compared to what was predicted after the 1986 corporate 
tax reforms. Variants on the transfer-pricing problem— such as ill-advised "source" 
rules and statutory mi sal locations of certain kinds of expenses— expand the tax 
avoidance opportunities. 

• Let's say a big American company has $10 billion in total sales— half in the 
U.S. and half in Germany— and $8 billion in total expenses— again half and half (in 
reality). With $1 billion in actual U.S. profits and a 35 percent tax rate, the com- 
pany ought to pay $350 million in U.S. income taxes. But suppose that for U.S. tax 
purposes, the company is able to treat 5/8th of its expenses— or $5 billion— as U.S.- 
related. If you do the arithmetic, you'll see that leaves it with zero U.S. taxable prof- 
it. Although our tax system has rules to mitigate this kind of abuse, companies still 
have plenty of room to maneuver. 

• Here's a real-world example: In its 1987 annual report to its stockholders, IBM 
said that a third of its worldwide profits were earned by its U.S. operations. But 
on its Federal tax return, IBM treated so much of its R&D expenses as U.S. -related 
that it reported almost no U.S. earnings— despite $25 billion in U.S. sales that year. 
As a result, I BM's Federal income taxes for 1987 were virtually wiped out. 

• A few years ago, Intel Corp. won a case in theTax Court letting it treat millions 
of dollars in profits from selling U.S. -made computer chips as J apanese income for 
U.S. tax purposes— and therefore exempt from U.S. tax— even though a tax treaty 
between the U.S. and J apan requires J apan to treat the profits as American— and 
therefore exempt from J apanese tax! As too often happens, the profits thus became 
"nowhere income"— not taxable anywhere. 

The official list of tax expenditures in the international area— totaling $13.5 bil- 
lion in fiscal 2000— focuses on congress! onally-enacted loopholes in the current 
"transfer pricing" approach. Thus, the list includes items such as indefinite "defer- 
ral" of tax on the profits of controlled foreign subsidiaries, misallocations of interest 
expenses, "source" rules that treat certain kinds of U.S. profits as foreign, and the 
Puerto Rican "possessions tax credit. This list understates the total tax subsidies 
to multinational companies, however, because it does not challenge the basic, flawed 
approach to taxing multinationals that we current use. 

To be sure, curbing the multinational tax breaks identified in the official list 
would be a good idea. But an even better approach would be to replace the current, 
complex "transfer pricing" rules with a much simpler formula approach that taxes 
international profits based on the share of a company's worldwide sales, assets and 
payroll in the United States, as Senator Byron Dorgan (D-N.D.) has suggested. Ex- 


®See U.S. General Accounting Office, Foreign- and U.S. -Control led Corporations That Did Not 
Pay U.S. Income Taxes, 1989-95 (March 1999). According to GAO's analysis, the 15,363 large 
American companies studied paid an average of $8.1 million in Federal income taxes in 1995. 
In contrast, the 2,767 foreign-control led corporations paid an average of only $4.2 million in Fed- 
eral income taxes that year— only half what the U.S. companies paid. This was true even though 
the average amount of gross receipts reported by the foreign-control led companies was actuaRy 
slightly larger than the amount reported by the American firms. 

^The official tax expenditure list also includes a tax exemption for most income earned by 
Americans working abroad. Although this item is treated as a personal tax expenditure, multi- 
national companies say that it primarily benefits them by allowing them to pay lower wages. 
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actly how much revenue could be gained by this kind of comprehensive international 
tax reform is unclear, but some estimates are on the order of $20-35 billion annu- 
ally. 

Yet when proposals are made for even modest changes in the tax breaks for multi- 
national corporations, Congress, in the face of overwhelming lobbying pressure from 
multinational companies, has resisted. President Clinton pledged major inter- 
national tax reforms in his 1992 campaign, but Congress rejected even the rather 
timid changes he proposed in 1993. The President's 1997 budget proposed $6.3 bil- 
lion in international tax reforms over the 1997-2002 period, but most of these were 
r^ected as well. Likewise, when the Treasury Department discovered in late 1997 
that it had itself inadvertently opened a major new multinational loophole by an ill- 
advised tax regulation and proposed to correct its mistake. Congress barred imple- 
mentation of the correction (at least temporarily). 

The very idea that our tax laws favor multinational corporations, including for- 
eign owned ones, over purely domestic U.S. businesses should upset all of us. 

3. THE RESEARCH AND EXPERIMENTATION TAX CREDIT 

The tax credit for research and experimentation was first enacted in 1981. It sup- 
plements the already extremely favorable tax treatment of research and develop- 
ment investments, which can be deducted immediately, rather than capitalized and 
deducted over time, as is the case with business investments in tangible capital as- 
sets. 

The stated purpose of the R&E credit is to encourage business research that 
would otherwise not be undertaken because other investment opportunities would 
be more profitable. One has to wonder why Congress thinks it is appropriate to 
interfere with marketplace decisions in this way. In any event, up until now, the 
distorting effects of the R&E credit have been fairly small. That's in part because, 
due to budget constraints, over its lifetime, the R&E credit has mainly subsidized 
research that was already planned or completed (that is, it has generally been ex- 
tended for short periods, usually retroactively).® 

The R&E tax credit has been modified many times over the years, in part to try 
to restrict its application to real scientific research (rather than, say, development 
of an improved Chicken McNugget). Recently, the IRS proposed a regulation to im- 
plement congressional intent in this regard by requiring, among other things, docu- 
mentation of scientific purpose and methods for "research" investments to qualify. 
The proposed regulation has caused a firestorm of complaints from the affected com- 
panies. 

Yet it is quite clear that when the government subsidizes basic scientific research 
(which the market arguably does neglect) through direct spending programs it ex- 
plicitly requires a showing by prospective grantees that a real scientific approach 
and purpose will be utilized. Thus, lobbyists who argue for a looser standard for the 
R&E tax credit and who argue that the IRS has "little understanding of the way 
technology companies work"® are implicitly endorsing a common defect of tax-based 
subsidies: the lack of oversight by a qualified agency. We would not tolerate such 
a lack of oversight in the case of direct spending. Why are we so tolerant in the 
case of a tax-based subsidy? 

Useful business research is undeniably a good thing. But so are many other busi- 
ness activities. Research is also highly profitable, especially in our technology-domi- 
nated world. There is no reason why Congress should try to encourage such invest- 
ments (at the expense of alternative investments) when they are not otherwise prof- 
itable. 


4. BUSINESS MEALS AND ENTERTAINMENT SUBSIDIES 

Under current law, spending on meals that bear a "reasonable and proximate re- 
lationship to a trade or business" and are "conducive to a business discussion" are 
both 50 percent deductible and excluded from the income of the recipients. There's 
no requirement that business actually be discussed, either before, during or after 


®Some companies that take advantage of the R&E credit admit the obvious: that they wouid 
do extensive R&E even without a subsidy. For exampie, Appiied Materiais, which is iobbying 
for an extension of the R&E credit, notes in a fiiing with the SEC: "Appiied Materiais' iong- 
term growth strategy requires continued development of new semiconductor manufacturing 
technology. The Company's significant investment in research, development and engineering 
(RD&E) has generally enabled it to deliver new products and technologies before the emergence 
of strong competition." The semiconductor maker reports $8 million in R&E tax credits in 1998. 
See "Does high-tech research require a tax break? Multi-billion dollar firms get a tax break and 
almost nobody is complaining," by David Bowermaster, MSNBC, Mar. 12, 1999. 

®See BNA Daily Tax Report, Apr. 28, 1999, p. G-5. 
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the meal. Likewise, entertainment outlays— for golf, hockey tickets, etc— are 50 per- 
cent deductible if the taxpayer has more than a general expectation of deriving in- 
come or a specific trade or business benefit (other than goodwill) from the activity, 
or more liberally, if the entertainment is directly preceded or followed by a substan- 
tial and bona fide business discussion. Such a discussion does not have to occur on 
the same day as the entertainment, nor does it have to last as long. 

The problem is not merely that these rules are hopelessly open to abuse— al- 
though of course they are. The fundamental problem is that no matter what the 
technical rules, the deduction/exclusion for meals and entertainment is considered 
by almost every disinterested analyst as an abuse of good tax policy. Recognizing 
this fact, defenders of write-offs for business meals and entertainment generally do 
not focus on tax policy issues. Instead, they attempt to defend the $6.6 billion an- 
nual cost of these deductions as justifiable government subsidies to the restaurant, 
resort and entertainment industries. 

Now if one were to make a list of government spending priorities, a subsidy for 
business men and women's eating, drinking and entertainment would seem to be 
very near, if not at, the bottom of the list. (Perhaps subsidizing business people's 
purchases of jewelry or furs would rank even lower.) So how can we possibly justify 
higher taxes on the general public or reductions in important government services 
to fund such a peculiar entitlement program?^ 

III. Conclusion 

The notion that many of the provisions of the Internal Revenue Code are really 
hidden spending programs is a well-known fact to the special interest groups that 
lobby for the loopholes. Indeed, these interests usually prefer to get their subsidies 
through the tax laws— not only because the benefits are disguised, but because once 
enacted, they typically remain in the law as permanent entitlements. 

At a time of intense, critical scrutiny on direct government programs, it's espe- 
cially important to focus on the hundreds of billions of dollars in "hidden entitle- 
ments" buried in the tax code. Far too many of these tax subsidies amount to wel- 
fare for corporations and the rich. They often involve the government in what it 
usually does not do well— trying to make decisions for businesses, investors and con- 
sumers— and as a result, they harmfully distort private economic choices. Their 
huge cost crowds out funds for what the government ought to be doing better- 
building the roads, promoting education, stopping crime, protecting the environment 
and so forth. And they make our tax laws much too complex. 

In short, while not all "tax expenditures" are evil, many of them undermine tax 
fairness, impede economic growth and divert scarce tax dollars away from better 
uses. If we hope to "reinvent government" to make it more effective and less burden- 
some— in short, a better deal for ordinary American families— then scaling back 
wasteful and pernicious tax loopholes should be at the top of the agenda. 

Chairman Kasich. Thank you, Mr. McIntyre. 

Mr. Moore is recognized. 

STATEMENT OF STEPHEN MOORE 

Mr. Moore. Thank you, Chairman Kasich, and thank you for 
your heroic efforts over the last several years in shrinking the cor- 
porate welfare safety net. You have been a warrior on this issue 
with some of the others on this committee, and I want to commend 
you for the service you have done for taxpayers on this issue. I also 
want to applaud Mr. Nader for his astounding testimony. I believe 
what his testimony shows is that there is a bipartisan on this issue 
of cutting corporate welfare subsidies, and I look forward to work- 
ing with him on this issue. 


i°Lobbyists for the business meals deduction have recently come up with a novel argument 
for actually expanding their subsidy. They maintain that if the government decides to increase 
the minimum wage for low-income workers, then it's only fair to do something for better-off 
business people, too. As the Washington Post (May 3, 1999, p. A2) reports, in connection with 
the proposed increase in the minimum wage, "table-service restaurants want to increase the 
business meal tax deduction from 50 percent to 80 percent. That change * * * would affect 
eateries ranging from elegant Washington bistros to hotel and chain restaurants across the 
country, could cost $3 billion." 
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In keeping with the truth in testimony r^uirements, let me say 
that neither I nor the CATO Institute receives a penny of govern- 
ment money nor do we want any of your money. 

Let me start by making just a couple of observations about the 
corporate welfare state and then give you some recommendations 
about how we might try to win on this issue. First, we have found 
in our studies at the CATO Institute that corporate welfare is an 
enormous and growing component of the Federal budget. Our latest 
study finds that there are about $75 billion in spending subsidies 
per year. They are distributed through about 125 different pro- 
grams through eight cabinet departments. You would unfortunately 
be hard pressed these days to find a single Fortune 500 company 
that is not a recipient of at least one of these programs. 

Interestingly enough, about 90 percent of small businesses in 
America receive none of this money. So this is really a David v. Go- 
liath issue where all of the money is going to Goliath. 

I believe that the problem is not tax loopholes, as the previous 
commenter said. I believe the problem is the spending programs. 

I don't think that corporate America is undertaxed. I think cor- 
porate America is overtaxed. I think corporate America is paying 
far too much taxes, $200 billion a year, and I think we would be 
much better off if we let corporations spend their own money rath- 
er than sending it to Washington and then distributing it back to 
them. 

By the way, just in the last year's budget, we found that cor- 
porate welfare was up 2 percent and if you look at President Clin- 
ton's budget, unfortunately he proposes about a 9 to 10 percent in- 
crease in corporate welfare spending programs. 

One other quick point on this is I know you are embroiled right 
now in a big controversy about whether we have to bust these sup- 
posedly tight spending caps. It seems absurd to me that we would 
be talking about busting spending caps when we have $75 billion, 
and almost all of this program. Chairman Kasich, is in the domes- 
tic discretionary component of the budget. Some of it is also in the 
defense budget. We should certainly be able to find a savings out 
of the defense and domestic spending areas so that we don't have 
to bust these spendi ng caps. 

Second point, companies are double and triple dipping. Let me 
give you some examples. We found that General Electric in 1995 
received 15 different corporate welfare grants to the tune of $20 
million. We found that Rockwell received 39 corporate welfare 
grants to the tune of $25 million. 

We found Westinghouse dipped 14 times into the public trough 
to the tune of $26 million. These are all companies that had more 
than $500 million in profits in the year that we were handing them 
out, at least $20 million in grants. 

By the way, you were asking about what we could do to improve 
our ability to get rid of these programs. It is very hard to find out 
how much various companies are getting in these corporate welfare 
grants and we ought to have some type of procedure where compa- 
nies are required if they are going to receive these grants to declare 
to Congress how much money they are getting from all of these dif- 
ferent sources. 
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A third point, corporate welfare cuts should offset pro growth tax 
cuts. We have to bring down the enormous tax burden in this coun- 
try. Proponents of corporate welfare say these programs create 
jobs. They say these programs help industry. Now, I like to use the 
example of someone like my father who was in the export business 
for 40 years as a small businessman and you know how many 
times in his 40-year business life that he came to Washington? 
Zero. He never stepped foot in this town, as most small business- 
men never do. Most small businessmen don't have corporate lobby- 
ists to chase down these grants for them and it is only the powerful 
companies that get these kinds of money, and yet I think of some- 
one like my father who paid a lot of taxes over his years as a busi- 
nessman and he had to pay taxes so some of that money could be 
used to essentially subsidize his competitors. 

Interestingly enough, if you look at the kind of strategy that we 
are pursuing when we pursue corporate welfare subsidies, this is 
really thej apan and Europe model of industrial policy. I remember 
5 or 6 years ago when we first started talking about this, people 
were applauding thej apanese model as the model we ought to be 
imitating. Clearly we want to do anything but imitate the J apan 
model. 

Finally, let me say that you were very interested in some kind 
of strat^ies that we could use to eliminate corporate welfare and 
I have come up with a few that I think that you will like. 

First, I think that we ought to look at a program where we have 
a corporate welfare commission, as the previous panel discussed. 
You know in the past I have been opposed to this because I 
thought Congress should be able to make these cuts themselves. 
Unfortunately, the last 5 years have proven Congress will not 
make these cuts themselves and I have come to the unfortunate 
conclusion that we probably do need a corporate welfare elimi- 
nation commission model modelled on the Base Closing Commis- 
sion and we ought to tell that commission to come up with at least 
$20 billion a year in savings. 

Second of all, let's eliminate double dipping. Let's basically say 
to General Electric and General Motors one per customer, one 
grant per customer and that is it. 

Third, time limits. As you know. Chairman Kasich, when we 
passed welfare reform back in 1996, I believe it was, we basically 
established a very sensible policy that said 2 years and then off. 
You can stay on the dole for 2 years but then we expect you to be- 
come self-sufficient. Why can't we do this with America's largest 
companies to say you can get these grants for 2 years but no more 
than 2 years. If welfare moms can do it, big business can too. 

Next, and I think this would be a very hard thing to resist, why 
don't we have a policy that says basically that any individual or 
any business that has an income over $1 million is not eligible for 
any government subsidy. I think that this would be something that 
would be hard for anybody on the left or the right to resist. 

So let me simply summarize by saying that I think cutting cor- 
porate welfare and getting business off the dole is pro fairness, is 
pro growth, and is pro business and will make our industry strong- 
er, not weaker. Thank you. 

[The prepared statement of Mr. Moore follows:] 
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Prepared Statement of Stephen Moore, Director of Fiscal Policy Studies, 

THE Cato I nstitute 

Thank you Chairman Kasich for the opportunity to testify before the Budget Com- 
mittee on the issue of corporate weifare in the Federai budget. You and a handfui 
of other members on this Committee are among the few Members of Congress who 
have made a vaiiant effort to reduce Federai taxpayers subsidies to business. Before 
I begin my testimony, I wiii state for the record in accordance with the Truth in 
Testimony requirement that neither I, nor the Cato Institute, receive any govern- 
ment funding. 

I have divided my testimony on corporate weifare into 12 summary points: 6 ob- 
servations of Congress and 6 recommendations regarding how Congress can reduce 
the size of the corporate weifare state. 

1. The corporate welfare state in Washington is a iarge and growing component 
of the Federal budget. America's most costiy weifare recipients today are Fortune 
500 companies.! In 1997 the Fortune 500 corporations recorded best-ever earnings 
of $325 biiiion, yet incredibiy Unde Sam doied out neariy $75 biiiion in taxpayer 
subsidies.^ These weifare payments come in every conceivabie shape and size, in- 
ciuding government grants, contracts, cut rate insurance, ioans, and ioan guaran- 
tees. There are roughiy 125 such business subsidy programs in the Federai budget 
and they can be found in virtuaiiy every cabinet agency of the government— inciud- 
ing the Defense Department. 

Our iatest survey of the corporate weifare subsidy programs finds that, aithough 
congressionai Repubiicans had piedged an attack against unwarranted business sub- 
sidies back in 1995, these programs have actuaiiy expanded by 10 percent on aver- 
age over the past 4 years. The Tabie below shows the budgets for 60 of the most 
egregious exampies of corporate weifare in 1998 and 1999. 

TABLE 1.- HOW SOME OF THE WORST CORPORATE WELFARE PROGRAMS FARED UNDER THE GOP 

CONGRESS 

(Millions of dollars) 


Program/Agency 

1998 Actual 

1999 Esti- 
mated 

Percent 
change 98-99 

Agriculture Department; 

Agricultural Credit Insurance Fund 

$638.0 

$353.0 

-45% 

Agricultural Marketing Service 

41.0 

43.0 

5% 

Agricultural Research Service 

768.0 

874.0 

14% 

Commodity Credit Corporation Export Loans Program 

263.0 

449.0 

71% 

Conservation Reserve Program 

1,760.0 

1,576.0 

-10% 

Cooperative State Research, Education, and Extension Service 

904.0 

928.0 

3% 

Economic Research Service 

55.0 

55.0 

0% 

Export Enhancement Program 

350.0 

550.0 

57% 


1,031.0 

157.0 

1,303.0 

137.0 

26% 

Foreign Agricultural Service 

-13% 

Market Access Program 

92.0 

89.0 

-3% 

National Agricultural Statistics Service 

124.0 

102.0 

-18% 

Public Law 480 Grants 

794.0 

932.0 

17% 

Rural Community Advancement Program 

580.0 

759.0 

31% 

Rural Business-Cooperative Service (RBCS) 

65.0 

77.0 

18% 

Commerce Department: 

Economic Development Administration 

385.0 

438.0 

14% 

Advanced Technology Program (Budget Authority) 

193.0 

231.0 

20% 

Manufacturing Extension Partnership (Budget Authority) 

114.0 

128.0 

12% 

International Trade Administration 

303.0 

273.0 

-10% 

Minority Business Development Agency 

28.0 

32.0 

14% 

National Oceanic and Atmospheric Administration: nonweather activities 

1,047.0 

1,076.0 

3% 

Defense Department: 

Army Corps of Engineers 

3,845.0 

4,209.0 

9% 

Research, Development, Test, and Evaluation: applied R&D program 

Advanced Electronics Technologies R&D ^ 

299.0 

264.0 

-12% 

Commercial Technology Insertion Program ^ 

20.0 

0.0 

- 100% 

Computing Systems and Communications Technology R&Di 

327.6 

331.3 

1% 

^Stephen Moore and Dean Stansel, "Ending Corporate Welfare as WeKnow It," Cato 1 nstitute 


Policy Analysis, 1995. 

^Fortune, April 27, 1998, p. 216. 
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TABLE L- HOW SOME OF THE WORST CORPORATE WELFARE PROGRAMS FARED UNDER THE GOP 

CONGRESS- Continued 

(Millions of dollars) 


Program/Agency 

1998 Actual 

1999 Esti- 
mated 

Percent 
change 98-99 

Dual Use Applications programs' 

125.0 

36.0 

-71% 

Electric Vehicles ' 

0.0 

9.0 

100% 

Materials and Electronics Technology R&D' 

237.7 

278.0 

17% 

Next Generation Internet' 

42.0 

50.0 

19% 

Energy Department: 




Energy Conservation programs 

621.0 

560.0 

-10% 

Energy Information Administration 

63.0 

70.0 

11% 

Energy Supply Research programs 

1,241.0 

883.0 

-29% 

Fossil Energy Research and Development 

351.0 

370.0 

5% 

Science programs 

2,239.0 

2,534.0 

13% 

Power Marketing Administrations 

70.0 

185.0 

164% 

Interior Department: 




Bureau of Reclamation 

786.0 

1,143.0 

45% 

Transportation Department: 





6.0 

7.0 

17% 

Federal Elighway Administration: earmarked demonstration projects 

405.0 

450.0 

11% 

Grants-in-Aid for Airports 

1,511.0 

1,670.0 

11% 

Maritime Administration: Guaranteed Loan Program 

13.0 

60.0 

33% 

Maritime Administration; Operating-Differential Subsidies 

37.0 

19.0 

-49% 

Maritime Administration: Ocean Freight Differential 

19.0 

24.0 

26% 

Maritime Security Program 

81.0 

98.0 

21% 

Essential Air Service program (Papents to Air Carriers) 

37.0 

50.0 

35% 

Independent Agencies and Other: 





188.0 

151.0 

-20% 


718.0 

799.0 

11% 

NASA/Aeronautical Research and Technology activities 

920.0 

786.0 

-15% 

National Science Foundation: High Performance Computing and Commu- 




nications 

265.0 

301.0 

14% 

Overseas Private Investment Corporation 

105.0 

127.0 

21% 

Partnership for a New Generation of Vehicles 

220.0 

240.0 

9% 

Small Business Administration 

1,066.0 

12.0 

-99% 

Tennessee Valley Authority- Area and Regional Development 

94.0 

53.0 

-44% 

Trade and Development Agency 

50.0 

60.0 

20% 

Total 

$25,694.3 

$26,234.9 

2% 


1 Numbers are from the respective appropriations bills. 
Source: Budget of the U.S. Government, FY 2000. 


Clearly, whatever strategies we have tried to employ to curtail corporate welfare 
spending have not worked very successfully. New tactics to take on the corporate 
beneficiaries of Federal subsidies are unquestionably necessary. 

2. Almost all of the most egregious subsidies are in the forms of Federal expendi- 
tures, not tax loopholes. If Congress Is serious about weaning businesses from Fed- 
eral subsidies, It should concentrate on eliminating the Departments of Commerce 
and Energy, the Export Import Bank, the International Monetary Fund and the 
World Bank, farm subsidies, and OPIC. These spending programs not only cost tax- 
payers money directly, but also create an unhealthy corporate dependence on Fed- 
eral subsidies. Yes, there are unfair provisions of the tax code that benefit some 
businesses and Industries more than others. Congress should overhaul the entire In- 
come tax system to eliminate those unjustified tax breaks. 

3. Many Fortune 500 companies are double and triple dippers. All but a small 
handful of America's most profitable corporations have participated In the hunt for 
Federal or state government subsidies. Most of these companies are double-, trlple- 
, and quadruple-dipping. In 1996 General Electric Co. won 15 grants for $20.1 mil- 
lion. Rockwell International received 39 grants for $25.4 million. Westinghouse Elec- 
tric Corp. received 14 grants for $26.1 million. Yet each of these companies had prof- 
its of at least half a billion dollars that year. 

4. There are no time limits for corporate welfare bendlts. In the mld-1990's Con- 
gress and the states— at the urging of the American people— enacted major reforms 
In social welfare programs. There are now time limits on welfare benefits. Work, 
training, or education Is now typically required In exchange for benefits. The result: 
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welfare rolls are down by 40 percent over the past 5 years and record levels of 
former-recipients now working and paying taxes, not collecting them. 

None of this reform ethic has taken root In the realm of corporate welfare. There 
Is no plan In Congress or the White House to attack business subsidies. I n fact, the 
business community has come to regard subsidy payments as de facto entitlements. 
There Is no "two years and off" time limit when It comes to corporate hand-outs. 

5. If all corporate welfare were ellmlnateci, the savings would be large enough to 
entirely eliminate the capital gains tax or the death tax. Private Industry recipients 
of corporate welfare typically boast of the jobs that they create with their Federal 
grant payments. It makes sense that if Congress gives General Electric a cash pay- 
ment, they may use those dollars for socially useful purposes. But the real issue 
with corporate welfare is what are the opportunity costs associated with the $75 bil- 
lion a year in corporate subsidies. The Table below shows a sample of the types of 
pro-growth tax reduction initiatives that Congress could afford to undertake without 
adding a penny to the Federal debt, if corporate welfare were entirely ended. 

• We could cut the personal income tax, the corporate income tax, or the payroll 
tax. 

• We could entirely abolish the capital gains tax or the death tax. 

• We could help finance a flat tax at a rate of 20 percent for all Americans. 

Those in the business community who contend that corporate subsidies add to 

America's competitiveness and industrial might, must answer the following ques- 
tion: Do you really believe that these programs add more wealth, jobs, or venture 
financing for the American economy than would entirely eliminating the capital 
gains tax or adopting a low-rate flat tax that ends all punitive tax treatment of sav- 
ings? Very few could honestly answer that question in the affirmative. 

TABLE 2.- WHAT $75 BILLION IN ANNUAL CORPORATE WELFARE SAVINGS WOULD BUY 


Corporate welfare alternatives Annual cost 


Eliminate Capitai Gains Tax $70 biiiion 

Eiiminate the Death Tax $25 hiiiion 

Cut Corporate Tax from 35 percent to 25 percent $65 hiiiion 

Cut Aii Personai income Tax Rates hy 10 Percent $74 hiiiion 

Estahiish 20 Percent Fiat Tax $65 hiiiion 

3 Percentage Point Cut in Payroii Tax $70 biiiion 


Source: Budget of the United States Government, Fiscal Year 1999. 

6. Corporate welfare corrupts the political process. A recent front page story in the 
Washington Pest notes that Microsoft, which until recently had no Washington of- 
fice, now spends tens of millions of dollars a year on lobbyists, p.r. firms, and law- 
yers to protect itself from Washington. These millions of dollars would clearly ben- 
efit consumers, taxpayers, and Microsoft shareholders if they were used to build bet- 
ter software, not on lobbying Congress. Yet, one result of the modern corporate wel- 
fare state is that industries must almcst all have a "presence" in Washington. 

One perverse, but predictable outcome of a $100 billion-plus corporate welfare 
state is that industry begins to view Congress, rather than consumers, as their real 
customers. Firms begin to produce for government, not the market. Corporate wel- 
fare, notes Wall Street financier Theodore J . Forstmann, has led to the emergence 
of the "statist businessman in America."^ The statist businessman is "a conservator, 
not a creator: a caretaker, not a risk taker; an argument against capitalism even 
though he is not a capitalist at all.""^ 

Again, the sugar program is illustrative. In 1995 the program was under assault. 
It appeared that the anti-corporate welfare forces, would finally win a high profile 
fight on behalf of taxpayers and consumers. On the day of the vote on the House 
floor, big sugar prevailed by just three votes. It turned that 4 Members of Congress 
who were original co-sponsors of the legislation to kill the sugar subsidies voted 
against their own bill! Big sugar had provided hundreds of thousands of dollars of 
campaign contributions, with about a ten to one ratio going to members who voted 
for the price supports versus those who voted against them. The Fanjul family, own- 
ers of several large sugar farms in the Florida Everglades, captures an estimated 
$60 million a year in artificial profits thanks to price supports and import quotas. 
The Fanjuls are fierce defenders of the sugar program and to protect the cash cow. 


^Theodore J . Forstmann, 'The Paradox of the Statist Businessman," Speech before the Cato 
Institute, February, 1995. 

“ibid. 
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since 1992 this one famiiy has contributed more than $350,000 to poiiticai cam- 
paigns.5 

Myths of the Corporate Weifare State 

Despite the quite substantiai costs of Federai business subsidies, the efforts of a 
wide ideoiogicai spectrum of organizations iike PPI, Cato, the Nationai Taxpayers 
Union, some environmentai groups, and even the Nader organizations to stop cor- 
porate weifare has been iargeiy unsuccessfui. As I told a Wall Street Journal re- 
porter not long ago: 'We fought a war against corporate welfare, and corporate wel- 
fare won." 

The failure can be explained by the fact that the proponents of these subsidies 
continue to perpetuate myths about the benefits of the government-industry part- 
nership model. The following is a restatement and refutation of those prevalent 
myths of corporate welfare: 

1. The Federal Government can pick industrial winners and losers. The function 
of private capital markets is to direct billions of dollars of capital to industries and 
firms that offer the highest potential rate of return. The capital markets, in effect, 
are in the business of selecting corporate winners and losers. Capitalists put at risk 
their own money. With trillions of dollars now invested every year by Americans, 
the U.S. now has the most efficient capital markets in the world. 

The underlying premise of Federal business subsidies is that the government can 
direct capital funds more effectively than can venture capitalists and private money 
managers. But decades of historical experience prove that government agencies have 
a much less successful track record than do private money managers of correctly 
selecting winners. Example: the average delinquency rate is almost three times 
higher for government loan programs (8 percent) than for commercial lenders (3 per- 
cent).® The Small Business Administration delinquency rates reached over 20 per- 
cent in the 1980's: the Farmers Flome Administration delinquency rate has ap- 
proached 50 percent."^ The Federal Flousing Administration's default rate is 8 per- 
cent versus a 3 percent industry-wide average for private mortgage insurers. 

Corporate welfare supposedly offers a positive long-term economic return for tax- 
payers. But the evidence shows that government "investments" have a low or nega- 
tive rate of return. In the late 1960’s the Federal Government spent nearly $1 bil- 
lion on the Super Sonic Transport (SST), which experts in Washington expected 
would revolutionize air travel. Instead the plane went bankrupt and never flew a 
single passenger. In the late 1970's the Federal Government spent more than $2 bil- 
lion of taxpayer money on the Synthetic Fuels Corporation— a public-private project 
that Department of Energy officials thought would provide new sources of energy 
for America in the 1980's. The SFC was closed down in the 1980's, having never 
produced a single kilowatt of electricity. 

2. Corporate welfare promotes American competitiveness. Business subsidies, 
which are often said to be justified because they correct distortions in the market- 
place, create huge market distortions of their own. The major effect of corporate sub- 
sidies is to divert credit and capital to politically well-connected firms at the expense 
of their less politically influential rivals. This is precisely what Japan has found 
during it economic collapse over the past 6 years. In J apan the myth of industrial 
policy as a competitiveness strategy has led to a 60 percent reduction in the value 
of J apanese stock market since 1991. 

Although it is said that corporate subsidies are necessary so that U.S. firms can 
compete with their subsidized rivals in other nations, more than 90 percent of 
American businesses manage to stay in business without ever receiving government 
grants, loan guarantees, insurance, or airplane seats on Commerce Secretary Bill 
Daley's trade missions around the globe. But they pay higher taxes, which lowers 
their competitiveness, to support those businesses that do. 

Agricultural price supports are a case in point. Farm programs are alleged to be 
critical to the survival of American farmers. The truth is that of the 400 classified 
farm commodities, about two dozen receive more than 90 percent of the assistance 
funds.® Over 80 percent of the subsidies enrich farmers with a net worth of more 
than half a million dollars.® 


^Rich Lowry, 'The Undeserving Rich," Nationai Review, December 31, 1994, pp. 21-22. 

®U.S. Generai Accounting Office, "Debt Coiiection: Information on the Amount of Debts Owed 
the Federai Government," December, 1985. 

^David F. Linowes, Privatization: Toward More Effective Government, Report of the Presi- 
dent's Commission on Privatization, (Urbana, liiinois: University of liiinois Press, 1988), pp. 41- 
42. 

^Stephen Moore, Siashing the Deficit, The Fleritage Foundation, Washington, D.C., 1990. 

®For a critique of the Federai farm subsidies, see: J im Bovard, The Farm Fiasco, 1991. 



324 


Given that there are more than 1 million small and large businesses in the U.S. 
today, the subsidies approach to prosperity is utterly futile. The only effective way 
to enhance the competitiveness and productivity of American industry is to create 
a level playing field, which minimizes government interference in the marketplace 
and substantially reduces tax rates and regulatory burdens. All of the Federal Gov- 
ernment's efforts to promote the big three U.S. automobile companies are incon- 
sequential compared with the regulatory burden on that industry, which now adds 
an estimated $3,000 to the cost of a new car.i° 

3. Government and industry partnerships should be encouraged. Government and 
politics are, alas, inseparable. Much of what passes today as benign industrial policy 
is little more than a political payoff to favored industries or businesses. Taxpayer 
dollars that subsidize private firms are routinely rerouted to Washington in the 
form of political contributions and lobbying activities to secure even more tax dol- 
lars. Cash-in; cash-out. For example, the outdated Rural Utility Services survives 
primarily because of the lobbying efforts of the National Rural Electrical Coopera- 
tive Association in America. With a $78 million budget, that association is one of 
the most influential and heavily financed lobbying groups in Washington. 

During the 1992 presidential campaign Vice President Dan Quayle traveled to 
Michigan to announce a $250 million plan to upgrade the M-1 tank— which happens 
to be built by General Dynamics in Sterling Fleights, Michigan. Before the cam- 
paign the Bush administration had argued convincingly that in the post-Cold War 
era the more expensive tank was unnecessary. 

Many of the top recipients of technology research grants awarded by the Clinton 
administration were also substantial contributors to the Clinton-Gore campaign or 
the Democratic National Committee. For example. Table 3 lists ten Fortune 500 
firms that were multi-million dollar award winners of the Advanced Technology Pro- 
gram or the Technology Reinvestment Project in 1994 that were also large Democrat 
and Republican campaign contributors, according to FEC data compiled by Common 
Cause. (Almost all firms that chase corporate welfare dollars hedge their bets by 
giving to both parties. In Washington, the way to gain a "seat at the table" is to 
contribute bipartisanly. Industry learns the rules of engagement in Washington 
quickly: giving to both parties is tolerated; giving to neither is not.) In sum, cor- 
porate welfare programs often put our government programs up to sale to the high- 
est bidder. 


TABLE 3.- CASH IN, CASH OUT 



Campaign contributions 

1994 Grant awards (mil- 

Company 



lions 1) 



1992 

1994 

TRP 

ATP 

ARiTi 

$30,000 

$60,000 

$1.9 

$8.2 



127,000 

44.2 

6,0 

Chevron 

61,000 

159,000 

16.6 

Exxon 


60,000 


16.6 

General Electric 

46,000 

107,000 


21.8 

IBM 

1150,000 


78.5 

9.4 

McDonnell Douglas 

43,000 

59,000 

1.5 

5.3 

Shell 

65,000 



16,6 


22,000 



16.6 


41.000 


24.6 .. 



Total 


458,000 572,000 


iTRP stands for Technology Reinvestment Program. ATP stands for Advanced Technology Program. Grant award figures are total amount per 
contract. Some of the funds were distributed to subcontractors. 

2 Includes grants to AT&T Bell Labs. 

^Given by Thomas J. Watson, Chair Emeritus, IBM. 

Sources: ATP and TRP lists of 1994 award recipients; Common Cause reports, based on FEC data. 

4. Corporate welfare benefits workers and consumers. One of the main effects of 
many corporate subsidy programs is to raise prices to consumers. Trade restrictions, 
often sought by politically powerful industries, are estimated to cost consumers $80 


^Stephen Moore, Government: America's #L Growth Industry, (Lewisville, Texas: Institute for 
Policy Innovation, 1995), p. 92. 

Associations Yellow Book, Winter 1994, Vol. 3, No. 2, (New York: Monitor Leadership Direc- 
tories, Inc, 1994), p. 692. 

iij effrey Gerlach, "Politics and the National Defense: The 1993 Defense Bill," Cato Institute, 
Foreign Policy Briefing No. 22, J anuary 20, 1993, p. 5. 
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billion a year.^^ The sugar program alone is estimated to cost consumers more than 
$3 billion a year, according to a U.S. Department of Commerce studyT"^ The Com- 
merce study concluded, "Because sugar is an ingredient in many food items, the ef- 
fect of the sugar program is similar to a regressive sales tax, which hits lower-in- 
come families harder than upper-income families/'i^ 

The Commerce Department's ATP program is also advertized as a job saver. But 
from 1990-94 the ATP provided more than $250 million to eight firms— Amoco 
Corp., AT&T, Citicorp, DuPont, General Electric, General Motors, IBM, and Motor- 
ola. Over those 5 years, these firms reduced their total U.S. workforces by 
329 , 000 . 1 '^ 


The Politics of Corporate Pork 

In its headier days of 1996 when Republicans still had a revolutionary fervor. 
Congress abolished the wool and mohair subsidies— the much maligned handouts 
that provided an annual payment of hundreds of thousands of dollars to each of 
fewer than 200 sheep herders in the U.S. Finally, Congress had gotten rid of a busi- 
ness subsidy. But in 1998 Congress resurrected the Wool and Mohair subsidy and 
the new version is just as absurd as the old. 

Incredibly, between 1995 and 1998, with the most conservative Congress in half 
a century, corporate welfare programs did not shrink, they grew. There is plenty 
of blame to go around for this policy failure. The retreat has been bipartisan. And 
the left and the right share in the hypocrisy on the issue, the left for claiming that 
it cares for the "little guy" while funding the biggest bully on the block, and the 
right for claiming it believes in free enterprise— except when it comes to subsidizing 
corporate constituents. 

But the Republican retreat on corporate welfare is more perplexing and laden 
with hypocrisy than the Democrat's. After all, the GOP is the party that describes 
itself as anti-big government. 

It is precisely the Republican's skittishness when it comes to pushing big business 
off of the dole that gives their budget plans so little credibility with the public. Lib- 
erals charge that Republicans want to cut school children off the dole, but not the 
Fortune 500. The Washington Post assessed the budget plans by the Republican ma- 
jorities by declaring, "Everything seems to get cut— but not corporate welfare." Such 
attacks are devastating to Republican credibility. Why? Because they ring true. "If 
you can't push AT&T and GE off the dole," Silicon Valley venture capitalist Tim 
Draper asked a group of Senate Republicans in 1997, "how can we ever expect to 
get farmers, unions, artists, and seniors to give up their subsidies?" Exactly. 

By funding corporations with tax dollars the GOP only has reinforced the public's 
suspicion that this is the party of the rich, the privileged, and the well-connected. 
The discredited mercantilist policies of the Commerce and Agriculture Departments 
are the antithesis of the free market policies Republicans say they espouse. When 
I once asked Newt Gingrich why the 105th Congress had not made a serious at- 
tempt to slice out corporate pork, he responded: 'This really isn't one of our top pri- 
orities. ...And I don't like the term corporate welfare much anyway." You can lead 
an elephant to water, but you can't make him drink. 

Corporate subsidies should not be last on the GOP's hit list: they should be first. 
Americans want government downsizing if it is fair and balanced— meaning that the 
budget knife does not spare the most politically well connected. 

The Republican budget revolution will continue to fizzle as long as GOP leaders 
ignore the corrosive impact that corporate subsidies have on the party and the gov- 
ernment. 

What seems clear from the policy failures of the past 5 years is that the corporate 
welfare empire in Washington cannot be toppled until the left and the right forge 
an alliance to purge the budget of corporate largesse. Rep. J ohn Kasich has hero- 
ically attempted to do so in the past with his "Stop Corporate Welfare Coalition." 
Only a handful of Republicans and Democrats would publicly enjoin the Kasich cru- 
sade, the rest went into hiding in the bushes like the terrified Muchkins in the 
Wizzard of Oz. 

Despite the conventional orthodoxy in Washington that the United States needs 
to forge closer alliances between business and politics— so called government-indus- 
try partnerships— the truth is that both government and the marketplace would 


ames Bovard, Fair Trade Fraud, (New York: St. Martin's Press, 1991), p. 5. 

I'^U.S. Department of Commerce, United States Sugar Poiicy— An Anaiysis, 1988, p. v. 

1^1 bid., p. 10. 

i^Giibert Gaui and Susan Stranahan, "How Biiiions in Taxes Faiied to Create J obs," The 
Phiiadelphia I nquirer, J une 4, 1995, p. 1. 
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work better if they kept a healthy distance apart. It's in no one's best interest for 
the regulators and the regulated to get too chummy. 

In Washington there seems to be a mighty fine line between too big to fail and 
too big to succeed. At the very moment that the Federal Government is in litigation 
with Microsoft, perhaps America's most innovative and profitable high-technology 
corporation in decades, Congress is spending hundreds of millions of dollars trying 
to prop up the firm's less efficient computer industry rivals. If the government suc- 
ceeds in its quest to knock Microsoft from its lofty perch, no doubt it will have a 
taxpayer funded safety net waiting to cushion its fall. 

We now have an unhealthy policy regime in Washington through which Federal 
regulatory and anti-trust policies are increasingly geared toward punishing success, 
while Federal corporate welfare policies increasingly reward the losers. 

5. Corporate welfare fosters an incestuous relationship between business and gov- 
ernment. Government and politics are inseparable. Much of what passes today as 
benign industrial policy is little more than a political payoff to favored industries 
or businesses. Taxpayer dollars that are used to subsidize private firms are rou- 
tinely returned to Washington in the form of political contributions and lobbying ac- 
tivities to secure even more tax dollars. For example, the outdated Rural Electrifica- 
tion Administration survives primarily because of the lobbying efforts of the Na- 
tional Rural Electrical Cooperative Association in America. With a $78 million budg- 
et, that association is one of the most influential and heavily financed lobbying 
groups in Washington.^^ 

6. the ATP and other Commerce Department corporate welfare programs put gov- 
ernment up for sale to the highest bidder. 

In the world of corporate welfare, big is beautiful. A preponderance of the high 
technology subsidies are diverted to many of America's largest companies, those 
with K Street lobbyists that help chase down "free" Federal dollars. For example, 
in 1995 the Philadelphia Inquirer monitored the largest beneficiaries of government 
technology subsidies from 1990 to 1994. Eight of the largest recipients alone had 
1994 profits of just below $25 billion. (Table 3 shows the lucky winners.) Can any- 
one reasonably argue that at a time when the United States government is running 
$100 to $200 billion annual budget deficits, there is either equity or economy in hav- 
ing Uncle Sam sending out checks to billionaire companies? Can anyone argue that 
these companies cannot fund vital R&D projects and product development strategies 
without the help of Uncle Sam? 

TABLE 3,- WELFARE TO THE WELL-OFF 

[Dollars In millions] 


Company 


1990-94 Tech- 
nology subsidies 


1994 Profits 


Amoco $23.6 $1,800 

ART $35.6 $4,700 

Citicorp $9.6 $3,400 

DuPont $15.2 $2,700 

General Electric $25.4 $4,600 

General Motors $110.6 $4,900 

IBM $58.0 $3,000 

Motorola $15.1 $1,600 


Source: Philadelphia Inquirer, “How Billions in Taxes Failed to Create Jobs," June 4, 1995. 

But what is even more insidious is that Commerce Department corporate welfare 
grants appear to be closely tied to campaign donations. Table 4 lists 13 large ATP 
award winners with the contributions made to the two parties— the DNC and the 
RNC. ATP appears to be little more than a cash-in, cash-out system. The best way 
to end this symbiotic relationship between industry and government is to shut down 
the cash dispensing programs that invite corruption. 


TT Associations Yellow Book, Winter 1994, Vol. 3, No. 2, (New York: Monitor Leadership Direc- 
tories, Inc, 1994), p. 692. 
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TABLE 4,- CASH-IN, CASH-OUT? 
[Dollars In thousands] 


ATP award winners 1992-95 


General Electric 

BP America 

Dow Chemical 

ARiT 

BellSouth 

BellAtlantIc 

Boeing Co 

Chevron Co 

United Technology Corp 

MCI 

Time Warner 

Textron Inc 

General Motors 

Source: FEC and Department of Commerce, 1997. 


1996 Contributions to 


DNC RNC 


$133 

$130 

57 

218 

91 

268 

422 

552 

115 

276 

160 

251 

148 

313 

176 

526 

231 

239 

607 

357 

401 

325 

274 

373 

77 

426 


Mr. Chairman, I do not come to this issue with the intention of denigrating the 
contributions of these great and successful corporations. And I do not come to the 
issue with an anti -business, or anti-big business motivation. To the contrary. I want 
to see U.S. companies like MCI And General Motors dominating in global markets. 
The good news is that American firms are out-competing their foreign competitors 
today in industries across the board— from microchips to potato chips. Mostly these 
U.S. firms are winning without the help of government "aid." 

It is not pro-business for government to try to help businesses one at a time— 
as seems to be the overriding mission of the D^artment of Commerce. It is not free 
enterprise for the government to be picking winners and losers in high technology 
markets— or in any industry. The way that the United States Senate can help cre- 
ate more Micrcsofts, more Intels, more Federal Express's, and more MCl's is not to 
have government go searching for them. It is to cut taxes, cut government spending, 
and streamline anti-business regulations that cause more problems than they solve. 

A good way to start this crusade to keep American industry competitive is to abol- 
ish the ATP and the MEP and the rest of the corporate welfare state that impedes 
the free market from functioning. 

Last year I co-authored a Cato Institute report entitled "Ending Corporate Wel- 
fare as We Know It," in which we estimated that the Federal Government now 
spends roughly $75 billion each year on more than 125 programs that provide direct 
taxpayer assistance to American businesses. This dollar estimate has been generally 
substantiated by the General Accounting Office and other research organizations, 
such as the Progressive Policy Institute. 

To put the cost of these industry subsidies in perspective, if all Federal assistance 
to business were purged from the budget, the budget deficit could be cut in half. 
Alternatively, if Congress were to eliminate all these corporate spending subsidies, 
this would generate enough savings to entirely eliminate the capital gains tax and 
the Federal estate tax. Reducing the deficit or eliminating these anti-growth taxes 
would do far more to benefit American industry and U.S. global competitiveness 
than asking Congress to selectively pick industrial winners and losers. 

J ust what is corporate welfare? To some, it is like pornography: they can't define 
it, but they know it when they see it. Flere is the definition that I have used in 
my work on this subject: corporate welfare is the use of government authority to 
confer special benefits to specific firms or industries where there is no corresponding 
societal benefit. 

Last year Chairman Kasich and the rest of the Republican leadership in Congress 
pledged to "attack corporate welfare" as part of the quest for a 7-year balanced 
budget plan. The Clinton administration also seemed eager to terminate unwar- 
ranted government handouts to business. The administration even challenged the 
GOP Congress to identify and eliminate "aid to dependent corporations." 

What progress have Congress and the Clinton administration made in cutting 
back corporate welfare in the budget? 

The attached table shows a list of 25 of the most egregious examples of corporate 
welfare in the budget. These are programs that critics on the left and right have 
identified as unwarranted give-aways to business. 
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• Out of $16.4 billion in corporate subsidies through these 30 programs, Congress 
cut spending by just $2.6 billion in 1996. This was a 16 percent cut from the 1995 
level. Eighty-four percent of the corporate welfare survived. 

• Congress did eliminate or substantially eliminate the following corporate wel- 
fare programs: the Travel and Tourism Administration: the Department of Com- 
merce Advanced Technology Program; the Pentagon's Technology Reinvestment 
Project: Sematech; the Bureau of Mines; highway demonstration projects; and the 
Pennsylvania Development Corporation. 

• Conversely, some very expensive corporate subsidy programs were reduced 
minimally, or not at all. These programs include: agriculture research service; the 
International Trade Administration: the Federal Flousing Administration: fossil en- 
ergy R & D; the Bureau of Reclamation: the Office of Commercial Space Administra- 
tion: the Overseas Private Investment Corporation (OPIC); and the Export Import 
Bank. Spending was actually increased for the Agriculture Marketing Promotion 
Program, which subsidizes the foreign advertising of U.S. corporations such as Pills- 
bury. Dole, andj im Beam. 

I would rate Congress's first-year performance on this issue as a disappointment. 
The size of the cutbacks were minimal. Some cuts were made— indeed, far more 
than were ever enacted by previous Democrat Congresses— but huge amounts of the 
corporate welfare state went untouched. Republican Rep. Scott Klug of Wisconsin 
acknowledges that "we have not shown the same kind of fervor in cutting corporate 
welfare as we have in the social area." 

But if the Congress's performance was a disappointment, the Clinton Administra- 
tion's was dismal. With few exceptions, the administration has shown itself hostile 
to even the modest corporate welfare cutbacks proposed by Congress. In fact, of the 
25 corporate welfare programs examined in this study the administration's 1996 
budget actually requested a 4 percent increase in spending (versus the 16 percent 
cut enacted by Congress). In addition, the president's vetoes of the GOP budgets tar- 
get corporate welfare cuts as being too deep. Clinton has, at least for now, helped 
torpedo GOP efforts to shut down techno-grant programs, such as the Advanced 
Technology Program; to make even minor reductions in agriculture price support 
programs: to end costly and inefficient Department of Energy research projects; and 
close agencies such as the Department of Commerce, the nerve center of the Federal 
corporate welfare state. 

Over the past eighteen months, the Clinton administration proved itself to be cor- 
porate welfare's best friend. 

And the unfortunate result is that the corporate social safety net remains largely 
intact after 18 months of the "Republican Revolution." 

Why weren't more cuts enacted, especially given the high profile attached to the 
issue in 1996? The original Flouse budget resolution passed in J une 1995 and craft- 
ed by this committee contained courageous and substantial reductions in corporate 
welfare. If implemented in full, the "Kasich Budget" would have constituted the 
largest assault against the corporate social safety net in history. As the table below 
shows, the list of business subsidy terminations Mr. Kasich compiled was impres- 
sive: the Tennessee Valley Authority, the Small Business Administration (SBA), the 
Export Import Bank, the Rural Electrification Administration (REA), the economic 
development administration (EDA), major farm programs, high technology pork 
grants, and many others. Three cabinet agencies, including the Departments of 
Commerce and Energy, were supposed to be terminated. 

BUSINESS SUBSIDY CUTS IN THE FY 1996 HOUSE BUDGET RESOLUTION 

[Dollars In millions] 


7-year savings 


Dept. Commerce Trade Promotion $1,500 

Dept. Commerce Operations $11,000 

OPIC privatization ... $50 

EXIM Bank reductions $750 

NASA restructuring . $12,500 

Privatizing DEC $2,000 

Dept. Energy programs $6,200 

Energy conservation $1,300 

P.L 480 $2,100 

Agriculture Research $2,000 

Farm subsidies $20,000 

Penn. Ave. Devel. Corp $250 

NTIA $3,500 
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BUSINESS SUBSIDY CUTS IN THE FY 1996 HOUSE BUDGET RESOLUTION- Continued 

[Dollars In millions] 


7-year savings 


EDA $2,000 

SBA $1,700 

TVA $900 

Shipping subsidies $1,000 

Mass Transit $5,000 

Local Freight Assistance ... $150 

Essential Air Services $250 

Travel and Tourism Admin. $150 

Bureau of Mines $400 


Total Corporate Welfare cuts $95 billion 


Parochial concerns prevented many of these cuts. The Senate has been particu- 
larly hostile to getting business off the dole. But more important has been the Clin- 
ton veto pen. 

Why is it so vitally important for Congress to cut corporate pork out of the budg- 
et? The short answer is that attacking corporate subsidies is both good politics and 
good policy. It is good politics because it deflects the natural suspicion among voters 
that Republican budget cutters want to cut school lunches for poor kids in order to 
protect their rich corporate friends. Many Americans question the sincerity of Re- 
publican budget cutters who seem eager to end the dole for the poor, but not the 
Fortune 500— General Electric, Texas Instruments, IBM, and Pillsbury— all of 
which get several million dollars of grants from taxpayers each year. Cutting cor- 
porate welfare is good economics because very few of the industrial policy programs 
run out of Washington have a credible track record in terms of creating jobs or 
wealth. 

I applaud this Committee's commitment to redouble its efforts in the 1997 budget 
to cut business subsidies. 

But why wait until 1997? Why not cut corporate welfare right now? 

Flere is how this can and should be done. Congress should immediately enact a 
budget recision spending bill that could be entitled 'The Corporate Welfare Elimi- 
nation Act." This budget bill should terminate at least 20-25 business subsidy pro- 
grams with a 6-year savings of at least $75 billion a year. The bill should target 
programs that have been universally targeted for extinction by groups such as the 
Cato Institute, the Fleritage Foundation, the Progressive Policy Institute, and even 
in some cases the Nader group Essential Information. 

Spending programs included in this recision should include, but not be restricted 
to: 

• The Small Business Administration 

• TheAdvanced Technology Program 

• Forest Service Road Building 

• Federal FI ousing Admin, subsidies to mortgage lenders 

• The Agriculture Marketing Promotion Program 

• Manufacturing Extension Program 

• National Technical and Information Administration 

• International Trade Administration 

• Department of Energy R & D funding 

• The Maritime Administration 

• Overseas Private Investment Corp. (OPIC) 

• Agriculture Research Service 

• Minority Business Development Admin. 

• The Export Import Bank 

• Economic Development Administration 

Congress should embark on a high profile national promotional campaign to sell 
this large deficit reduction package to the public. Passage of the corporate welfare 
cuts should be among the highest priorities in the remaining months of the 105th 
Congress. Eliminating budget subsidies for the Fortune 500 adds credibility to 
Congress's equally vital cutbacks in failed in social welfare programs. 

The corporate welfare reduction package should also be a central element of any 
"deficit downpayment budget" negotiations with the White FI ouse. 

One final point. Corporate welfare cutbacks should be restricted to spending pro- 
grams, not tax loophole closings. To be sure, there are at least $50 billion in obnox- 
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ious special interest tax breaks in the internal revenue code carved out for corporate 
special interests. 

But there are compelling reasons why loophole closings should be left off the 
table— at least, for now. The principal one is that there are still at least $60 billion 
a year in direct taxpayer subsidies that have not been terminated on the expendi- 
ture side of the budget. Since the direct spending of taxpayers' dollars is the most 
offensive feature of the corporate welfare state, the expenditure subsidies should be 
the top priority of this Congress. 

More importantly, corporate welfare in the tax code should be eliminated in its 
entirety— all $50 billion worth— in the context of the revolutionary change in the tax 
code that is expected in 1997. Majority Leader Dick Armey's flat tax bill would 
eliminate all corporate welfare from the tax code in exchange for a single low rate 
tax system. Bill Archer's proposal for a national consumption tax to replace the in- 
come tax would immediately and forever end income tax preferences for businesses. 
Either of these proposals would lead to a far more equitable and efficient allocation 
of economic resources in the economy. 

In sum, corporate loophole closings should be achieved in exchange for dollar for 
dollar reductions in tax rates applied to individuals and businesses. To the extent 
corporate welfare is a deficit reduction theme, it should be in the context of cutting 
business subsidy expenditures. 

Americans are demanding deficit reduction and government downsizing that is 
fairminded and balanced— meaning that the budget knife is not spared on the most 
politically well-connected K Street special interests. Both the social welfare and cor- 
porate welfare states need to be reformed with equal urgency. 

Chairman Kasich. Grover, you are up. 

STATEMENT OF GROVER G. NORQUIST 

Mr. Norquist. Thank you, Chairman Kasich. Thank you for the 
opportunity to testify here and also for your leadership on this 
issue over the last several years. I am Grover Norquist. I run 
Americans for Tax Reform. In keeping with truth in testimony, 
Americans for Tax Reform does not and has never received any 
money from any government at any level. 

I have testimony which I have submitted in writing to you. It is 
on our website at n/i/i/i/i/.atr.org. 

I just want to make a couple of brief comments. First when we 
are looking at corporate welfare, let's not just look at for profit cor- 
porations but also not for profit corporations. Some of the rural 
utility services, the power marketing authorities give money to not 
for profit corporations. They are corporations just the same and 
people get rich working for them. So we are looking at all corpora- 
tions, I hope. 

Second, I do distinguish between government corporate welfare 
spending which are direct grants, checks written below market 
loans given to companies andf institutions. Those are different than 
tax cuts or tax deductions or tax credits. I am in favor of in the 
context of tax reform moving to a single rate that taxes income one 
time and has a two-thirds requirement to raise taxes in the future. 
If there is some parts deductions or credits that we ought to be 
eliminating let's oo that in the context of overall tax reform getting 
to a single rate tax. Otherwise, I do agree that May West's observa- 
tion on sex are true about tax cuts. All tax cuts are good tax cuts. 

The examples, they have all been brought up, the Overseas Pri- 
vate Investment Corporation commends itself, the Export-Import 
Bank, the milk, peanut and sugar complicated cross-subsidy pro- 
grams, cargo preference, the j ones Act, the entire Commerce and 
Energy Departments could be separated out from those parts that 
are corporate welfare and those parts that you actually need. I 
think it is time to shut down both of those departments. 
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The base closings idea that several people have brought up here 
I think recommends itself. When we remember the history of Dick 
Army's efforts to close bases, his effort was a miserable failure. It 
backfired. He said here are 20 really unproductive military bases, 
let's eliminate them. And the Congressmen and the Senators who 
represented those 20 ran out and each got five friends and they 
said, look, I have got a really stupid spending program at my base 
that I want you to help me protect and I will vote for your stupid 
spending program if you will help protect mine. So we not only 
didn't get rid of the 10 but we had all these other votes tied up 
which were traded for other bad spending programs. So it was 
counterproductive even though Armey thought well, I will pick the 
easiest 20, that would be easiest. 

We have done this before in corporate welfare. We take a look 
at OPEC and Eximbank and we figure, well, we will go after the 
smaller ones or the weaker ones or the really stupid and evil ones 
that everybody has got to see. But you just tell them you are com- 
ing, they go out, round up their friends and you get people swap- 
ping votes in a negative way on that. Therefore, the base closings 
idea that Dick Armey put together with Congressman Sharp of In- 
diana which said, look, we are just going to get rid of X number 
of bases, we will set up a commission and everybody in Congress 
says, well, there aren't any no good bases in my district so I am 
perfectly willing to let the Pentagon come up with a list and then 
we vote it up or down. Similarly, the people who get corporate wel- 
fare will look you in the eye and tell you they are not getting any 
corporate welfare so they have nothing to fear and I think it would 
be much easier to pass the commission idea with the target of $20 
or $30 billion than to go after them one at a time. We just charge 
up that hill a number of times and get beat back and people trade 
votes. 

The other model— the first model is base closings, which we saw 
what happened when you tried to pick them off one at a time and 
we saw the success when you did them in a group. The other is 
the freedom to farm model. For years people were trying to get a 
handle on farm subsidies, which is a form of corporate welfare. And 
we just couldn't do it going after, talking to people. But when we 
said, look, farmers— there are a lot of regulations you don't like and 
there are some subsidies you do like; let us phase out the subsidies 
and let us eliminate the regulations. If we went to the business 
community and said we are going to take $20 billion of corporate 
welfare off the table and we are going to do an across the board 
tax cut of $20 billion, everybody who is not in the corporate welfare 
gravy train will say this is a complete win for us and we have a 
lot of allies. So sometimes if you are taking something away from 
somebody, what is it that the government does to these people that 
you could stop hurting them doing. And so a freedom to farm effort, 

I certainly think that Steve Moore's idea of requiring companies to 
list the corporate welfare they do get would be a tremendous asset 
in the public relations debate to reduce it. 

And lastly, the reason to get rid of corporate welfare is not just 
that it takes money from people who earned it and gives it to peo- 

E le who didn't earn it, as important as that is. Corporate welfare 
reeds corruption. If you have got people handing out tens and 
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hundreds of millions of dollars, people will find ways to get that 
and they are not pretty and they are not honest. You want cam- 
paign finance reform, get rid of corporate welfare. You would be 
amazed how that will affect campaign financing trends. The other 
is it is a tremendous misdirection of energy. People who are cre- 
ating enterprises and employing people should be out in America 
doing that, not here in Washington trying to get checks sent to 
them. 

Thank you very much. 

[The prepared statement of Mr. Norquist follows:] 

Prepared Statement of Grover G. Norquist, President, Americans for Tax 

Reform 

Chairman Kasich, other members of this committee, and iadies and gentiemen, 
thank you for the opportunity to address you this morning. My name is Grover 
Norquist, and I am the President of Americans for Tax Reform, an organization of 
over 90,000 individuais, corporations and associations that are concerned about the 
high ievei of taxation. I come before you today to speak briefiy about corporate wei- 
fare spending. 

What is Corporate Weifare? 

Americans for Tax Reform defines "corporate weifare spending" as aii direct gov- 
ernment payments to pubiic and private companies and corporations where the Fed- 
erai Government does not receive a good or a service in return— particuiariy where 
the money goes to aid or assist a profit-making activity. Corporate Weifare may aiso 
inciude r^uiations that iimit competition and increase corporate profits, such as the 
Davis-Bacon Act. 

ATR does not inciude tax breaks or tax incentives in its definition of "corporate 
weifare spending" because aiiowing taxpayers to keep more of their own money is 
not weifare. Any tax breaks that give particuiar businesses or industries "unfair ad- 
vantages" shouid be eliminated as part of overall tax reform, where the revenues 
can be used to reduce tax rates. 

ATR's definition of "corporate welfare spending" consequently does not include 
government contracts derived through a competitive bidding process, where the gov- 
ernment receives some product or service in exchange for the money expended. 
Moreover, although there are a lot of wasteful and redundant Federal programs, 
which should be eliminated, not all of them fall under the rubric of "corporate wel- 
fare spending." 

This corporate welfare is harmful because it wastes taxpayers funds on profit- 
making corporations that should be paying their own way. It also distorts the pri- 
vate market, reducing economic efficiency and prosperity overall. 

In 1996, conservatives led the fight to restructure welfare for the poor, changing 
the system from a Federal handout program to one where recipients are given the 
means and incentives to help themselves out of poverty and become productive 
members of society. This year. Congress should take the next step to reign in waste- 
ful, counterproductive government spending. 

"Corporate welfare" encompasses a broad range of government programs that give 
taxpayer funds to special interests to help them pad their bottom lines. I n fact, ATR 
compiled a list of over 70 corporate welfare programs costing taxpayers almost $50 
billion in FY1997 alone. These programs range in size and scope from a $200,000 
program to compensate damaged fishing vessels to $4.23 billion in Federal subsidies 
to big agricultural companies like Dole and Archer Daniels Midland, increasing the 
cost of food and adding to the profit margins of some of the world's biggest and rich- 
est companies. 

For example, every year, the Overseas Private Investment Corporation (OPIC) 
and the Market Access Program (MAP) spend and risk billions of your hard-earned 
tax dollars to subsidize risky overseas investments and foreign advertising of U.S. 
products to make it easier for U.S. companies to export their products. These adver- 
tising subsidies and loan guarantees should be borne by the companies that are 
lucky enough or well connected enough to receive them, not by the U.S. taxpayer, 
who is forced to help increase the sales of these lucky companies. 

While it strives to eliminate these taxpayer subsidies, however. Congress must 
carefully define "corporate welfare" to include only those programs where the gov- 
ernment sends a direct subsidy or payment to a company and receives nothing in 
return, not including tax breaks or tax incentives in that list. We must beware of 
those politicians who wish to raise taxes on the American people rather than cut 
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corporate welfare spending. Some politicians claim that by reducing or eliminating 
some tax preferences, they are targeting corporate welfare. Tax cuts are not cor- 
porate welfare. Government spending is. The government's failure to take your 
money is not a subsidy. Your income belongs to you, not the government. Thus, 
when Bill Clinton or Ted Kennedy claim that "rich corporations are not paying their 
fair share" of taxes, they are not speaking about "corporate welfare," but about tax 
increases that they want to impose on these companies to help them fund more run- 
away government spending. 

Congress should join the lead of Chairman J ohn Kasich who has vigorously fought 
to balance the budget on the backs of those who do not need or deserve Federal 
handouts, getting the government out of the pocket of the taxpayer. Corporate wel- 
fare is just one example of this undeserved largess, but it represents a battle that 
both left and right can cooperate on to halt the taxpayer subsidizing of businesses. 

I have attached to my testimony a list of ten top corporate welfare targets. Let 
me add that the Department of Commerce is an entire Cabinet Department devoted 
to corporate welfare. The Department's most basic mission is to use the power of 
government and taxpayer funds to advance corporate business interests. As Robert 
J . Shapiro, the Department's Undersecretary of Economic Affairs, has written, "A 
lot of the program's in the Commerce [Department] are simply transferring re- 
sources from the taxpayers to influential companies." 

Moreover, nearly all of the Commerce Dept.'s programs duplicate activites per- 
formed elsewhere in the Federal Government. Indeed, the GAO reports that the 
Commerce Dept, duplicates the mission of at least 71 other Federal Departments, 
agencies, and offices. 

Consequently, this Dept, of Corporate Welfare should be abolished entirely. Any 
essential activities of the Department can and should be transferred to other rel- 
evant Departments or agencies. 

The Department of Energy deserves the same fate. Among its corporate welfare 
programs are Energy Supply, Research, and Development, Fossil Energy Research 
and Development, Uranium Supply and Enrichment, Energy Information Adminis- 
tration, Clean Coal Technology, the Power Marketing Administrations, and General 
Science and Research Activities. 

Both Energy and Commerce have been deeply plagued by scandal in recent years, 
demonstrating their too easy potential for misuse as corporate honeypots and loop- 
holes for foreign penetration. If the Congress cannot do the right thing now and 
abolish these two corrupt and unpopular d^artments, then when can the taxpayers 
count on it for wise and careful administration of their hard-earned tax dollars? 

Chairman Kasich. Even though he didn't directly attack me in 
this testimony, Mr. McIntyre, I feel you have been— I don't know 
if you want to have a little retort to these guys. Is there anything 
you would I ike to say? 

Mr. McIntyre. Well, I must say I am sort of friendly with Steve, 
and I know Grover, and I don't really understand how they can 
take the position that if the government writes a check to General 
Motors with the green ink that is bad but if it writes it with blue 
ink then that is just fine. The distinction between giving a com- 
pany a tax abatement and giving it a check when you are paying 
them to do the same thing, or you could be anyway, it is just be- 
yond me to understand the distinction. 

Now, these are very smart guys that I am sure they can explain 
it to me some day. But I have been listening to them for years. As 
best as I can tell, they are fascinated with the lines in the budget 
that say spending and revenues— and if that is all that matters, I 
suppose that is all that matters. 

Back in the early eighties, the Members of Congress decided it 
was necessary to cut Social Security benefits for upper income re- 
cipients. But to satisfy the Democrats, they did it with a tax in- 
crease rather than a benefit cut. So they raised taxes on Social Se- 
curity benefits for upper-income beneficiaries. That made the 
Democrats happy because it wasn't a Social Security cut. But it 
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made the Republicans unhappy because it wasn't a spending cut. 
It is a strange world we live in. 

Mr. Moore. J ust to make one quick response to that. I did not 
work for Ralph Nader so I am not as smart as my friend Bob Mcl n- 
tyre. But the fact is if you look at some of the listed programs that 
Bob McIntyre says are corporate welfare, I simply don't think that 
they qualify. Look, if we give a capital gains tax cut for business, 
that is a good thing, not a bad thing. I think the proper rate of cap- 
ital gains is zero on our companies. If we allow companies a write- 
off on the business expenses that they have to build new factories 
and invest in technology and add factories that workers can work 
in, this is good for America, not bad for America. I think we ought 
to get rid of the deduction tables and allow immediate expensing. 

Now, Bob would say that is corporate welfare probably. I would 
say this is a good investment in America. It really depends how 
you define what some of these things are. One last point. If we 
want to get rid of some of the garbage in the Tax Code, and I be- 
lieve with Bob there is a lot of it in there and corporations have 
carved out special interest loopholes, let's do that but let's fix the 
whole damn system at once. 

Mr. Norquist. If the government didn't cut your finger off, it 
didn't give you your finger. If the government doesn't take your 
money, it didn't give it to you. There is a big difference here be- 
tween the government's failure to loot you and the government giv- 
ing you something. And that is a distinction. There shouldn't be a 
capital gains tax. It is taxing income a second and third time. That 
is not corporate welfare. That is tax policy. We should have expens- 
ing. I am all in favor of moving to a single rate tax that taxes in- 
come one time and requires a supermajority to raise taxes. That is 
where I think over time we are heading to. But let's, if there is a 
deduction or a credit that got sneaked in because somebody was 
doing something, let's eliminate it without raising the total tax bur- 
den. 

Chairman Kasich. Let me— I was trying to give you a chance 
there. Bob. It didn't work out so well. We are going to get started 
into votes here. I have to say to you that, you know, I think the 
commission idea is an interesting idea. You can put a bill in to cre- 
ate a commission. It is never going to pass; I mean, not for a while. 

I can tell you it is not going to pass because these bills have been 
put in before and what you are doing is you are asking somebody 
to basically roll the dice when the Congress hasn't been committed 
to any notion of this anyway. So I would propose you have the two- 
step process. 

Now, I can suggest to you and this is the last time I think I can 
try this because I am frankly getting tired of this myself, turning 
this over to a young buck like Saxby, but if we could get Tom and 
Jill and Bob and Steve and Grover and Ralph to all sit down and 
find like two items, I think you have all mentioned the Advanced 
Technology Program except for Bob. And I know Ralph isn't for it 
so if we were to say let us show you, America, how silly this pro- 
gram is and we are going to spend some time this year charging 
up our membership and our organizations to visit their Congress- 
men and their Senators and to say that we think this program is 
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just flat out wrong and if we actually put some energy behind it, 
we might get it done. 

Now, I know you come out with a lot of lists because I work with 
all of you and we know how painstakingly difficult it is to get any- 
thing on the list ever off the list because we keep putting them on 
a list year after year because we never get rid of any of them and 
it just seems to me as though it would be good for your base, it 
would be good for all of our constituents, if we were to just focus 
on two. I tried to get to 10 and that was a waste of my time. But 
can't we find two items where we can just give a little bit of our 
effort to try to get something done and get behind whatever it is 
you think we n^ to be behind. It should be a Republican and a 
Democrat. And let's just take really two ugly programs that we all 
agree on and just get something done because then I think it will 
give us an incentive to get more done. 

I wondered what you think about that, Steve. 

Mr. Moore. I totally agree. I think two— I would I i ke to see more 
like 10. 

Chairman Kasich. Yes, but we can't get 10. We spent almost 1 
year trying to get 10 items put on the table, and it was like dealing 
with the fifth grade, and I mean, I am just being honest with you. 
We couldn't get anybody to agree with anybody else, and we can't 
do 10. So I think we have got to cut it smaller, and I don't mean 
just have a list because we have a list. That means nothing. Are 
there two things that we can get a little bit fired up for that we 
can actually be successful on? 

I will tell you, the reason why the timber roads happened is be- 
cause there was a constituency out in America that wanted it dealt 
with. We have just simply got to create a constituency for getting 
rid of something and you know, if we got rid of it, it would be news 
and then people would like at your organizations and our organiza- 
tions in the Congress as something that, hey, that is a victory for 
us. I am really begging you to help. I would just like to see us get 
something done, and at the same time, if we want to pursue a com- 
mission we can pursue a commission. 

Mr. Norquist. Let us do it. 

Mr. ScHATZ. Let me just add something to that. I think one of 
the things that we didn't look at that closely when we were talking 
about those 10 items was the politics of which one makes the most 
sense, where you can get the votes and where you are going to get 
the consensus? Look at our list here, our top 10 for the groups here 
includes Market Access Program and Advanced Technology, almost 
every one of those we will all agree on. So that is where you need 
to look. Now where is the opposition? Who is going to come out 
most strongly against it? The reason that OPIC was successful the 
first time is because we did it and they weren't really organized on 
the other side. 

Chairman Kasich. They weren't organized, and we were, and 
that is why it passed. 

Mr. ScHATZ. Right, and that is something else to think about. We 
have had votes on almost all of these over the years. Sometimes 
we get even further away, like Economic Development Administra- 
tion seemed to be getting fewer and fewer votes, but we did cut it 
back. Now, ATP, the money is about 200 million less than it was 
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a couple of years ago, but it just kind of stays there at the same 
level every year, and the same with Market Access. We kind of 
changed how the money goes out. So let us find something that we 
can sit down and agree on the strategy, agree on the politics and 
get a consensus and count some votes before we go out there. 

Chairman Kasich. Although I will say in r^ard to ATP, and this 
is a decision that I think has to be made jointly, but I think you 
folks need to start figuring out which ones you are most com- 
fortable with. In the era of the Internet, and I mean, if you had 
the people from the Silicon Valley come in here who are really— 
either the venture capitalists or the business owners, the CEOs 
themselves, they won't tell you they want any ATP money. I mean, 
they think that is a joke out there. I mean, I have talked to them 
about it. They have no interest in it. I am sure they could line a 
couple people up to come in here, if the money is there, might as 
well take advantage of it, but they instinctively don't favor pro- 
grams like that, and maybe you could even involve that part of the 
business community to help to defeat that. 

I mean, I think, Tom, you have hit on something, though, which 
is we have to consider the politics of which ones are the most right 
for plucking, j ill, you want to make a comment? 

Ms. Lancelot. Yeah, I do. I just want to say that the good news 
is I think that I too would like to see more than two. I certainly 
understand the problems that we had. I absolutely sympathize 
with it, but this does not tell the whole story because we were only 
allowed to have 10. Seven of these that are on here that my organi- 
zation isn't marked on, we support getting rid of. So there is even 
more than what we have here in this list. 

I just want to also say politics is a problem. We need to 
strategize about that, but you mentioned it earlier, Mr. Chairman, 
grassroots. If we get the public behind us, we can do this, and lots 
of these organizations have enormous grassroots support, and we 
need to be tapping into the grassroots. We need to organize them, 
and that is the way to do it, and I am convinced that having bipar- 
tisan support from the House and the Senate and having organiza- 
tions that are represented here today we can make that difference. 

Chairman Kasich. Other questions for the panel? 

Gentleman from Georgia. 

Mr. Collins. Mr. Chairman, I just have one question. The Amer- 
icans for Tax Reform, the CATO Institute, Citizens for Tax j ustice. 
Taxpayers for Common Sense, Citizens Against Government 
Waste, are you a for profit or not for profit organization? 

Ms. Lancelot. I am not for profit, and in the disclosure, we take 
no government grants. 

Mr. ScHATZ. We are also not for profit. We also don't take any 
government funds. 

Mr. McIntyre. We are not profit as well. We don't make any 
profit. 

Mr. Moore. Not for profit. 

Mr. Norouist. Not for profit. 

M r. Colli NS. Y ou don't pay any taxes either? 

Mr. McIntyre. We pay taxes on every penny we make. 

Mr. Collins. Individually? 
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Mr. McIntyre. No. The organization breaks even. So if we were 
a for-profit business, Congressman, our taxes would still be zero. 
In other words, we are happy if you treat us as a for profit or a 
nonprofit because the tax will be identical. 

Chairman Kasich. The gentleman from Pennsylvania is recog- 
nized. 

Mr. Hoeffel. Thank you, Mr. Chairman. If I can talk a little bit 
more about remedies, we heard from Mr. Nader earlier today. His 
primary remedy was a bill to eliminate all corporate welfare, to de- 
fine it and then pass a bill eliminating it all based on the concept 
of zero based budgeting for those of you who were here, with the 
battle cry of let them start over again to justify any corporate 
breaks, welfare breaks they might want, and it is a very legitimate 
concept. 

Mr. Moore and Mr. Norquist embrace the commission idea based 
upon the Base Closure Commission with one up or down vote by 
Congress, no picking and choosing. 

My proposal is a commission but with the ability to amend— for 
Congress to consider the recommendations of the commission but 
be able to amend it and pick and choose a little bit. I think that 
is a better process. I would be interested in the opinions of all five 
but particularly the three that didn't have an opportunity to ad- 
dress pro-commission, anti -commissi on or any other mechanism 
that you think Congress should use. 

Mr. McIntyre. Well, it seems to me that if you are going to 
make something significant happen, rather than symbolic, and 
symbols are nice but perhaps not as important as some people 
think, then you have to give the nonbeneficiary public, in which I 
include a lot of companies, a stake in it. So that means like in 1986 
when we did tax raorm— a big thing, very important— one of the 
reasons it was enacted was that half the companies in American 
were for it because they weren't getting big tax breaks. And today 
lots of American companies aren't getting corporate welfare to a 
significant degree. If you can offer them something as part of a 
tradeoff, they will be for it. If you get a significant portion of the 
business community on your side, you have a lot better chance of 
moving forward on this than if you don't have them, because they 
have lots of lobbying clout. 

So I think if there is going to be a major attack on corporate wel- 
fare you have to do it in a way that cuts the corporate rate a few 
points or does something to bring other companies on board be- 
cause otherwise, you know, the ones that get nothing won't care 
and the ones that lose something will. 

Mr. Moore. I like the Nader idea. I like this idea of putting— 
you know, you and I, Mr. Chairman, have had this conversation for 
years. I kind of think that if we put a big package together with 
a big price tag on it, so the prize of getting rid of these things is 
big enough, you know, and you have an up and down vote on are 
you for corporate welfare or are you against it and every single 
Member of Congress has to stand up and say I am for it or against 
it, that is a tough vote. I know you disagree with me on this, but 
I just would like to see that vote taken. 

Mr. Kasich. If the gentlemen from Pennsylvania would just 
yield. 
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Mr. Hoeffel. Yes. 

Chairman Kasich. Let me just give you a perfect example. I 
don't know if you were in the room, but we had Dan Miller saying 
we want to get rid of sugar, and then Mr. Chambliss comes in and 
he says, no, you don't understand, and so you put— I am just talk- 
ing to you practically. You say, well, this is a vote up or down on 
corporate welfare. He doesn't have any problem voting against the 
bill that knocks out sugar because he doesn't think it is corporate 
welfare. 

So the rhetoric is, you know, the rhetoric is what does you in. 
It is like pork. Pork is something that happens to somebody else's 
district. So that is why I think the big package idea— I mean if you 
want to get something done, it is going to take everyone in this 
room to sit down and pick out two items and spend 1 month before 
a vote alerting your people to visit their congressman and doing a 
campaign out here on the steps like the people do when they really 
want something done, and then it gets done. 

Now, Grover's been very successful in the area of this tax pledge. 
OK. Why? Because he drives people crazy, and he has people in his 
organization that drive people crazy. Tom's put out a terrific list. 
His list is, you know, a hundred zillion dollars worth of savings. 
So what? Nobody cares. They go, well, I hear you and the guy from 
Citizens Against Government Waste announced this big list today. 

I said, yeah, what about it? They say, just heard about it. OK. 
Now, did the Yankees win today? 

I mean, it just doesn't have an impact unless you are going to 
force something to a vote, and if you say you are going to get a dis- 
charge petition, you will never get the Members to sign the dis- 
charge petition. That is why you have to focus on a couple. All the 
rest of the schemes, if you want to put a commission in, that is 
fine. We can push for all that, but I just— I know the success that 
you have when you go against certain things and how I think it 
works. 

Ms. Lancelot. And I want to make a comment. I have to say 
I totally agree with the chairman, although I would put a plug in 
for the idea of a bill because that is a great organizing tool for 
grass roots, and we can use that, and we can get steam, and then 
we can come back, which is what my strategy has been on several 
things, the gas cooled reactor and the advanced mill reactor, we 
had a bill, we had something out there, came back and then zeroed 
in on a few things, and we were able to eliminate some of these 
programs, and I think that it is something to talk about. 

Mr. ScHATz. Since I was asked, let me address the commission 
idea. The basis of the commission that Mr. Armey put together 
came out of the Grace Commission's concept and that is the prede- 
cessor to Citizens Against Government Waste. So we are a little bit 
fond of the idea of an up or down vote, and I think the idea, and 
I understand Mr. Kasicn's frustration and have worked with him 
many years on this whole issue. The idea of having just what is, 
quote, unquote, cover for the Members makes it a little bit more 
difficult to vote no. I n other words, you can pick this whole list and 
say, well, I had to do something about corporate welfare, I am 
sorry my program was in there, but I had to do something. If you 
get to pick and choose, it gets political. 
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Lcx3k at the base closing situation we are in now. The President 
decided that the depots in California and Texas shouldn't be closed 
or should be kept open and to vote for him, and now the Congress 
hasn't gone back to the base closing idea when we really need to 
close bases. 

So I think it is worth continuing to discuss, but from our stand- 
point we like the idea of the up or down vote. 

Mr. Hoeffel. The difference between the two, though, in the 
Base Closing Commission, everything under consideration is a mili- 
tary base, and if this corporate welfare commission were ever to be 
established, it would be considering tax breaks, subsidies, below 
market fees. It would be quite a mix of things that might make it 
a little bit harder to deal with as one big lump sum or one big pro- 
posal. 

Mr. ScHATZ. But if you did mix both, you would get Bob McIn- 
tyre and everyone else probably agreeing. If you had a cap like 
Steve had suggested 20 to 30 billion, whatever it is, it makes it a 
little more palatable to say, well, we are just taking a chunk of 
this, we are going after some things that are the most egregious, 
that this whole commission agreed on, and therefore, we should go 
1 year at a time, where we do it every other year or something. 
That at least allows Members to feel like they are not doing every- 
thing at once because I don't think you want to take the whole 
thing at one time. 

Mr. Hoeffel. It would be nice to get some victories, to actually 
get something passed, get that momentum that the Chair has been 
talking about. 

Ms. Lancelot. Can I just say one other thing, which is we have 
been talking about corporate welfare for how many years? 

Chairman Kasich. Not that many, maybe three or four, since 
1995. 

Ms. Lancelot. We haven't done much about it. So if we continue 
to just talk about it, again, what you are talking about is going 
after one or two and then we get rid of those, and then we go after 
the three and four, and then we go, and it takes a long time, and 
people think, oh, my goodness, it is much too long, but if we just 
talk about it all the time and not really go after it, and really focus, 
we are just— that is all it is going to be is talk— really believe that 
we can make headway, and we can make a difference if we focus 
in on one or two, three or four, up to 10 finally. 

Chairman Kasich. Well, I think we are going to wrap up the 
hearing. I am going to host a meeting for you five and Mr. Nader 
when we come back after the Fourth of j uly break and see if we 
can reach a couple of items. I am glad to support any effort. The 
problem we ran into is we actually announced a list of 10 or what- 
ever it was a few years ago and couldn't get any Members to show 
up at the press conference, and I begged Rob Andrews from New 
j ersey to fly in. I couldn't get anybody else to show up at it. 

And then we offered— it sounds like we didn't do anything. We 
offered a number of amendments on the House floor where we got 
blown out every time because I think it was you, j ill, and three 
guys standing on the street corner shouting, you know, the world 
is coming to an end. That is all the support we had, and we just 
got killed. 
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Although I have got to go back and talk about the one where we 
were successful. I mean, frankly we were successful in scaling some 
things back. Even with OPIC, we made some— what we thought 
were some steps, not sure we did, the same with a couple other 
areas of the government, but the one where we had the clear vic- 
tory was in the area of the timber roads, and that was because that 
constituency out there was very active, and if we could find a cou- 
ple and try to turn our people on to this, and probably won't be 
able to get much done this year because of the advanced nature of 
appropriations, maybe we can, we just have to see where we are, 
but if we can reach some agreement, and I can have some Demo- 
crats join me, along with some Republicans, maybe we can get 
somewhere. 

Ms. Lancelot. I would just like to make it clear from my point 
of view that was absolutely a victory on timber roads. There is still 
more to be done in the Forest Service. Forest Service still loses 
money on money losing timber sales, and we are still building 
roads. 

Chairman Kasich. Well, I want to thank my many friends for 
coming today and Mr. McIntyre— no, just kidding— so thank you all 
for being here, and that will conci ude today's hearing. 

[Whereupon, at 3:48 p.m., the committee was adjourned.] 
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